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The Walton Record
Will Help You
to Decide

Walton Courses do much more than
simply explain the principles and pro
cedure of Accountancy. ‘hey exercise
your mind — train you to think quickly
and accurately. That is why Walton
graduates so often make successful execu
tives.

demonstrates two facts: That it pays to
train yourself for higher Accountancy, and
that Walton Training may help you to
achieve your ambition.
The Walton Record shows numerous suc
cesses among those who decided to take
Walton Courses. Four hundred and eightysix (486) Walton students have passed the
C. P. A., C. A. or American Institute exami
nations (students successful in both C. P. A.
and Institute examinations are counted only
once), a truly notable record. Sixteen times
since 1914 Walton students won medals for
honors in the semi-annual Illinois C. P. A.
examinations. Walton students also won
distinction in American Institute examina
tions in 1917, 1918, 1919, 1920, 1921, 1922,
1923 and 1924.

Write for this FREE BOOK
Full details regarding Walton courses, and further testimony
to the success of Walton students in mercantile, manufactur
ing and public accounting firms is contained in our free book.
Write for a copy of “The Walton Way to a Better Day.”

Day and Evening Classes and Correspondence Instruction
As day classes are started at frequent intervals it usually is possiblefor a day student
to begin at almost any time at the point in the coursefor which his previous education
and experience qualify him. Evening resident classes start in January and September

Constructive Accounting — Advanced Accounting
Cost Accounting — Income Tax — Business Law
B. L. Marsh
Secretary

390-400 Massasoit Bldg.
Chicago

WaltonSchool
Commerce

Harold Dudley Greeley
C. P. C.
Vice-President

25EE West 43rd Street
New York

Check, sign and mail to Walton School of Commerce, Chicago
Please send free copy of “The Walton Way to a Better Day” and information regarding
Accounting
Advanced Accounting
Income Tax
Business Law.
I am interested in
correspondence instruction
resident instruction.

Constructive

Name...........................................................................................................................................................................................

Address................................................................................................................................................................. J. of a. 1-25
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Montgomery’s

Income Tax Procedure—1925
Is Now Ready for Delivery
AVE you ordered your copy? This year, with the new law
in effect, it is important that you have the use of the vol
ume as long as possible before the date on which returns must
be filed, so that you can thoroughly familiarize yourself with the
many changes in procedure required. In addition, as you have
no doubt discovered for yourself, there are scores of points on
which practice is still to be established. For these points,
those preparing returns must themselves decide on an inter
pretation.

H

Gives Reliable Counsel on Doubtful Points
In this situation, accountants will find of unusual value the interpretative
counsel on each item which Robert H. Montgomery, C. P. A., attorneyat-law, and member of the firm of Lybrand, Ross Bros. & Montgomery, gives in
his manual. He offers in this book definite and reliable personal advice covering
points on which no rulings have been issued or which are open to more than one
interpretation. He often enables you to foresee and avoid unnecessary taxes
for your company or your clients.

Explains All Changes in Procedure
Mr. Montgomery gives the 1924 law with the new regulations and points out
exactly where practice under it differs from that under the 1921 and prior laws.
For each item, he explains the rulings and court decisions that apply, including
new ones so far issued under the present act. This material he amplifies and
interprets, adding in each case his personal suggestions and criticisms.

Shows How to File Claims and Appeals
Of especial concern to accountants whose companies or whose clients have
unsettled cases will be the detailed procedure given for bringing these matters
before the new Board of Tax Appeals. Protective action is suggested
for all those who stand to benefit if cases now pending before the Board and
the Courts which affect 1919 and prior years should be decided in favor of
taxpayers.

Covers Both Law and Accounting
In this standard manual, Mr. Mont
gomery analyzes the legal difficulties you
will encounter and explains how to set up
your accounts to secure correct values —
an essential service. In the way of personal
counsel and opinion, he gives you vastly
—

more than you could get from any mere
digest, however complete. This material is
all contained in one 1920-page volume,
organized and indexed on a plan which
makes it easy for you to turn direct to the
exact answer to any question.

Endorsements from Users
Peter & Moss, Certified Public Ac
countants, Dallas, Tex.: “Always
the first authority I consult. With
out its definite information and
sound advice, I would not feel
qualified to serve my clients.”
— Albert G. Moss.
Thomas A. Edison, Inc., Orange,
N. J.: “We have been making use
of Mr. Montgomery’s book from
its first edition and have found its
clear-cut analysis of the law and
regulations most helpful.” — Ralph
H. Allen, Asst. Treasurer.
Konopak, Hurst & Dalton, Toledo,
Ohio: “When deciding points of
doubt in regard to interpretation, I
have always referred to your books
for final decision.”— L. T. Konopak.

— FOR PROMPT DELIVERY USE THIS FORM

The Ronald Press Co., 20 Vesey St., New York, N.Y.
You may send me postpaid immediately a copy of Mont
gomery’s Income Tax Procedure —1925. Within five
days after its receipt, I will send you $12.00 in full payment
or return the manual.
Name (Please print)...............................................................
Business Address...................................................................
(835)
City................................... State..........................................
Firm......................................................................................
Position.................................................................................

Order Now for Immediate Delivery
ncome

Tax Procedure — 1925 is now ready for delivery. Fill

out and mail the order form at the right and a copy of the manual
Iwill
be sent you postpaid. When you receive it, note the complete

ness and the finality of the help which it gives you in working out
even the most involved tax problems. Then, within five days after
the book reaches you, send us your check for $12.00 in full payment.
Or, should you so desire, return the volume.
As brought out above, it is especially important this year that you
have your copy early. Send in your order today. To insure quickest
delivery, enclose cash with the coupon, as such orders naturally
receive preference.

The Ronald Press Company
Publishers

20 Vesey St., New York, N.Y.
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The Standard Manual of Analysis and Control
Through Accounts
60,000 in Daily Use

Auditing
Theory and Practice
By Robert H. Montgomery, Certified Public Accountant;
member of the firm of Lybrand, Ross Bros. & Montgomery,
Accountants and Auditors, New York and other cities.

“—ought to be in every public and private accounting
office and be read by everybody at all interested in the
subject of accounting.” — E. W. Sells, Haskins & Sells,

Certified Public Accountants.

INCE its very first edition, Auditing has held a place
distinctly its own among publications on accounting
subjects. In well-appointed accounting firms, in the
offices of great corporations, on the desks of treasurers, you

S

will find copies that bear the unmistakable marks of constant use.
Every accountant and auditor to whom important work is entrusted is
assumed to be familiar with it. To students, the habit of its use, formed
early in their training, will be of immediate and ever-increasing benefit.

In making audits or internal investigations for any
purpose, the work is an invaluable guide to up-to-date
practice. It gives you everything — foundation principles;
how to begin work; full, flexible procedure for both balance sheet and
detailed audits; how to detect and remedy unsound tendencies; and how
to prepare certificates and reports that show clearly exact financial
conditions.
With all the advantages of Mr. Montgomery’s mature judgment and
wide experience, this manual explains the accounting features of more
than 60 different lines of business and suggests specific procedure for
conducting audits in each.

In general accounting work, its 1289 pages are
packed with farsighted suggestions that you can put to
profitable use. It offers authoritative interpretations as

Why auditors should call for the corpora
tion’s minute book.
The six simple principles of balance sheet
audits.
Five suggestions that will help fix the value
of overdue trade accounts.
Nineteen rules for verifying inventories.
Suggestions for estimating depreciation on
machinery.
What “surplus” should represent.
The kinds of errors that creep into accounts
and how to locate them.
Main points requiring attention in a system
of internal check.
Detecting failure to enter collections from
customers.
Points about getting up statements for
credit managers.
Estimating good will.
How to state no par value stock on the
balance sheet.
Points on the "goods-in-process” section of
inventories.
Methods and customs in figuring interest.

to what constitutes good business and accounting policy. It standardizes
loosely used terms and clarifies debatable points to make easier compar
isons of similar situations in different concerns or periods. Hardly a
question can arise where you cannot turn to your copy of Auditing for
practical hints on what to do, how to save time, avoid unnecessary work,
and distinguish the vital from the incidental.
USE THIS ORDER FORM
In preparing important financial statements, where
you must be sure you’re right, its clear cut, reliable
The Ronald Press Co., 20 Vesey St., New York, N. Y.
explanations of difficult points are simply invaluable.

Sent Without Charge for Examination
This manual is in two convenient volumes, Volume I con
taining the general principles and practice of auditing, Volume
II the material applicable to individual lines of business. The
order form at the right will bring you both or either one post
paid, subject to return within five days if you are not satisfied.
Mail the form today.

The Ronald Press Company
Publishers

20 Vesey St., New York, N.Y.

Send me postpaid Montgomery’s Auditing — Theory and
Practice (Two volumes, $10. Vol. I singly, $6; Vol. II, $4.
If you wish only one volume, cross out the other). Within five
days after its receipt, I will send payment in full or return the
manual to you. (If only one volume is ordered or retained, remit
accordingly)
Name (please print)......................................................................

Business Address................................................................
(840)
City.......................................... State...........................................

Firm......................................... Position..................................
Signature...............................................................................
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A Service to Help You

C. P. A. ACCOUNTING

An original, result-getting, businesslike

Theory, Auditing and Problems

Accounting Service
which cannot fail to interest you

Are you going to be among those present at the
next C. P. A. Examinations? We nave a Service
to help you.
Are you a new comer into the field of accountancy
practice? Our Service will help to bring out your
highest efficiency.
Are you a student of Accountancy, either at a
school, or on your own account? Our Service
helps you to attain honest results in a short time.

Are you a directing senior in an accounting organ
ization? Our Service puts a new ally into your
hands.
Are you a junior in an accountant’s office? Our
Service puts a new light in your work and your
progress.
If your business contacts in any way touch on ac
countancy, our Service helps you to increase
your radius of usefulness.

Our new 72-page Booklet, entitled, “A Service to
Help You,” is yours for the asking; which, be
sides explaining our Service, gives you many
valuable business hints and inspirations. Write
today.

The Tri-Service Accounting Corporation
1133 Broadway

Dept. 15

New York

by
Ph. D.,C. P.A.
Associate in Accounting, Johns Hopkins University
A digest of problems and questions given
in 335 C. P. A. examinations by account
ancy boards in 44 states.
Volumes I and II
George Hillis Newlove,

Contain 264 problems and 2,553 questions,
classified in related groups, with lectures
authenticated by 7,579 specific page refer
ences to recognized accounting authorities.

Volume III
Contains solutions and time allowances to all
problems in Volumes I and II. Available
either as a single sewed volume, or as two
post-binder volumes.

PRICES
The Set......................................... $15.00
Volume I and Solutions........... 7.50
Volume II and Solutions......... 7.50
Single Volumes......................
5.00
Shipped Postpaid on Five Days’ Approval
THE WHITE PRESS COMPANY, Inc.
Departmental Bank Bldg., Washington, D. C.

C. P. A. EXAMINATIONS
PREPARE FOR THEM AT THE

Post-Graduate
School of Accountancy
New York City, N. Y.
Founded 1912

No. A-1

ALL LEATHER BRIEF CASES
ORTFOLIO, illustrated, size 17 x 10½ is $17
made of best grade smooth brown and
smooth black sole leather; has 3 full size pock
ets and one small pocket, size 8x5 with snap
button flap. Has straps all around, moving handle and
Corbin padlock. The case is exceptionally strong, dur
able and convenient.

P

230 New York C. P. A.’s
50 C. P. A.’s of other states
have done so

Resident Course—Begins latter part of Feb
ruary, 1925, for New York Exams. of June,
1925.
Correspondence Course—To last 15 weeks,
for examinations of any state.

No. A-2 as above, Size 18 x 12............................. $18.00

Each and every portfolio is manufactured on our own
premises. Only the best of leathers and finest work
manship enter into them. All are sold with the distinct
understanding that if you are not entirely satisfied
your money will be promptly refunded. We deliver
anywhere in the U. S. A, upon receipt of remittance or
C. O. D.
Illustrated catalog free upon request

Descriptive Pamphlet Sent on Request
Write to

Paul-Joseph EsquerrÉ, C. P. A.
20 Vesey Street, New York, N. Y.

LAWYERS LEATHER BRIEF CASE MFG. CO.
(Est. 1909)

5 Cedar Street, New York, N. Y.
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NATIONAL No. 9541
A well-made, reliable, keyless
post binder, for current
accounts, ledger record, or
columnar forms. Because no
posts stick up to interfere
with stacking, this makes a
corking transfer binder.

A turn of a coin
and the post springs up
1

HE key of this post binder is any coin you have
in your pocket. Set the edge of the coin in the slotted
post end. A quarter turn, and the post springs up.
Add or remove sheets — press down posts and
this binder is locked to stay.
This binder expands automatically up to 200%.
If you need still greater capacity, unscrew the top
caps, add as many sections as you wish — and re
place caps.
If you overload the average binder the hinges may
tear out. You can’t tear the hinges out of this
binder, because they are steel. That’s why it stays
in business long after average binders go
on the retired list.

A big space saver!
There are no projecting posts. Used for
transferred records these binders can be

stored without wasting an inch of space. Natural
ly you’d expect such a binder to be high-priced, but
this one isn’t. It costs, in size 9½ x 11⅞, only $4.50.
You can also get it in three other convenient sizes.

You can always depend on National
Post Binders!
When you need post binders, play safe. Ask for
National Post Binders. Good stationers everywhere
carry a big range of sizes and styles. When you need
a special size or style, it can be made to order
quickly — in a National.
National Bindings are of leather, cord
uroy and canvas — extra strong and sur
prisingly low in cost. Write us for Folder
No. 9, showing many styles of good post
binders.

CELTIC 9641 Series

BALTIC 9241 Series

SAXON 9441 Series

The rugged wearing qualities, attrac
tive appearance and low price, make
the Celtic a big value. Bound in
durable canvas, with leather corners,
over heavy board. Sheet size —
9¼ x 11}, $3.30 — 17 other sizes, endlock and toplock, $3.00 up.

The Baltic is built for hard service.
Handsome durable Red Cowhide
leather, and corduroy, over heavy
double boards, beveled and rounded
corners. Strong steel hinges and metal
end caps. In sheet size 9¼ x 11⅞, $7.50
— 13 other sizes made endlock and
toplock, $7.00 up.

An unusually good binder at a very
moderate cost. Durable Blue Slate
Canvas with leather corners over
strong binder boards. In sheet size
9¼ x 11⅞, $2.75 — 17 other sizes,
endlock and toplock, $2.50 up.

NATIONAL BLANK BOOK CO., 107 Riverside, Holyoke, Mass.
New York, 52 Duane St.
Boston, 161 Devonshire St.

Chicago, 618 W. Jackson Blvd.
Philadelphia, 1001 Market St.

National Blank Book Company
LOOSE

LEAF AND

BOUND

BOOKS

© 1925, Natl. Blank Book Co.
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Introducing the

Bennett Accountancy Course
So that JOURNAL readers may see the merits
of the Bennett Accountancy Course
we will be glad to send on approval, with
out obligation, any of the following texts:

Building and Loan Accounting
Covering methods of accounting; how business is conducted; benefits to members; plans
issuing stock; organization; division of profits; determining and apportioning profits to series
and individuals; accounts and what they contain; books and forms explained; reports and
statements; loans and how made; regulation of associations; state inspection; federal tax;
insurance feature; annual audits. Latest methods explained.

Municipal Accounting
Covering municipal government; plans; officials, their duties; financing the municipality;
classification and sources of revenue; non-revenue; expenditures; the code; classes of funds;
budget illustrated; accounting records; uniformity; purchasing; stores control; books and
records; register of orders, contracts, cash receipts; daily statement of cash collections;
register of accounts receivable and payable; accounts receivable, assessment, appropriation,
and general ledgers fully explained; register of liens; journal entries explained and illustrated;
closing entries; trial balances; statement of operations; and balance sheets illustrated; full
glossary of municipal and general accounting terms.

Annuities

and

Actuarial Science

Covering principles and definitions; compound interest; annuities; amortization; sinking
fund; algebraic formulae; serial bond issues; bond investments; premium and discount;
interest yield on investments; amortizing premium and discount; books records for amor
tization; ledger accounts; depreciation by compound interest, by sinking fund method, by
annuity method; book entries for depreciation; algebraic solutions to various problems;
compound interest tables.

Cost Accounting Theory

and

Practice

Covering advantages of the cost system; wasted time, material and capital; objections to
cost system; the manufacturing outlay; three elements of cost; steps necessary to record
costs; ledger accounts; essential forms; graphic chart; figuring cost of goods in process;
plant, department, machine and man hour rates; departmentalization; complete set to be
worked out by the student covering transactions of a manufacturing company, being a
practical system and its operation.
CHECK TEXTS YOU ARE INTERESTED IN AND MAIL TO US

We have established a very reasonable rate to schools

Bennett Accountancy Institute
Schaff Building, Philadelphia, Pa.
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Engineering Appraisal Valuations
(a) Retrospective appraisals covering past costs for Invested Capital
and Depreciation purposes.
(6) Current valuation reports for Insurance.
(c) Departmental appraisals for Cost Systems.
(d) Past costs appraisals for accountancy purposes.
(e) Appraisals for Bond Issues, Credit, Financial, Liquidations and
Mergers.
(f) We do no accounting or auditing work.
We maintain a bureau for confidential discussion with accountants on valuation
problems. Correspondence invited.

The |loyd-lhomos Co.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

120 Broadway, New York
Rector 2171
WASHINGTON, D. C.
PITTSBURGH
MEMPHIS

1124 Wilson Ave., Chicago
Edgewater 8100

CLEVELAND
CINCINNATI
MINNEAPOLIS

DETROIT
INDIANAPOLIS
MILWAUKEE

ST. LOUIS
KANSAS CITY
DENVER

A Direct Aid To The Accountant

Modern Accounting Systems
By WILLIAM D. GORDON, B.S., in Econ., A.M., Ph.D.
and JEREMIAH LOCKWOOD, B.S., in Econ., A. M.
Assistant Professors of Accounting, Wharton School of Finance
and Commerce, University of Pennsylvania
One of the Wiley Accounting Series
HIRAM T. SCOVILL, A.B., C.P.A., (Ill.). Editor

ERE is a new book which applies accounting principles to various types of
business organization and operation, thus enabling the reader to get an
idea as to how these principles are applied and worked out under typical
business conditions.
The accounting problems which confront the accountant in dealing with
various groups of businesses are given, arranged in the order of the difficulty
of solution. Each business presented is typical of many others in the same
class or group whose accounting systems are practically the same and whose
problems regarding such systems offer minor difficulties only.

H

Chapter
Headings

(A) Building and Loan Associations, (B) Insurance Accounting, (C) Bank Accounting, (D) Brokerage
Accounting, (E) Department Store Accounting, (F) Gas Companies, (G) Railroads, (H) Municipal
Accounting.
470 pages.
6 by 9.
Illustrated.
Cloth Binding. $4.00
“Modern Accounting Systems” is a book for your instruction, for ready reference and a valuable
addition to your library. Examine a copy. Mail the coupon NOW.

------------------------ —------ — — Wiley Free Examination Coupon
J.a. 1-25
JOHN Wiley & Sons, Inc., 440 Fourth Avenue, New York City
Kindly send me on 10 days’ free examination (teachers allowed 60 days) a copy of Gordon and Lockwood’s “Modem Ac
counting Systems.” If I find the book satisfactory, I will send the price (teachers allowed 20% discount) in payment for it;
otherwise I agree to return the book to you, postpaid, in good condition.
Position or reference...........................
Name

Address

Subscriber to Journal of Accountancy?
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Burrough
Can Help You
More and more the business man appreciates
that service which the accountant renders when,
as a result of carefully analyzing the figures he
suggests ways and means to make the business
more profitable.
If much of the mental drudgery of auditing
can be eliminated more time is available for the
accountant to give to the broader aspects of his
profession — those valuable services which con
tribute so much to the betterment of business.
By providing accurate figures, speedily and
economically, mechanical figuring equipment
makes the checking and auditing easier to handle.
That is why so many accountants recommend
Burroughs machines to their clients. Burroughs
Adding, Bookkeeping, Calculating and Billing
machines are made in many styles and sizes to
handle every figure job.

The Burroughs representative in your com
munity will be glad to cooperate with you. Let
him show you how Burroughs machines can
furnish the figures you need in rendering service
to your clients — and furnish them in less time
and at less expense.

Burroughs Adding Machine Co.
Detroit, Michigan
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Early Days of American Accountancy
By James T. Anyon
[Author’s Note.—I have often been asked by accountants, who not only
take a deep interest in their profession as it is understood and practised today,
but love to hear something of its distant past, to write an account of the early
history of the profession in this country, its beginning over forty years ago, the
quality and character of the men, the nature and extent of the work they did,
and of course any odd or interesting personal experiences I met with during
that early period. This request has been made of me I presume because I am
supposed to be the oldest practising accountant in the United States, practising
I mean in a public capacity. On this point, however, I cannot make any positive
statement. I have, therefore, written this account rather “by request” than
for any other purpose, and I trust it may be of interest to some readers and
probably in certain respects instructive.—J. T. A.]

Public accounting in this country as a profession I have reason
to believe had its birth some time between the years 1880 and 1883.
I have been unable to find so far the name of any firm or practi
tioner who posed as a public accountant prior to that period.
My present firm was established in the last of those years, namely,
1883, and in writing these recollections I hope I may be pardoned
if before proceeding with the subject of the profession proper
and its early history, I first give a brief account of the circum
stances attending the firm’s formation in that year and the
initial period of its existence. I wish to do this because the firm
was, more or less, an important element in the profession and its
development at that time.
Unlike a good many things which, after being conceived, require
thought and time and calculation before completion is effected,
the firm of Barrow, Wade, Guthrie & Co. was of somewhat sudden
and spontaneous creation. It was founded in the year above
named by Edwin Guthrie and Charles H. Wade, members of the
firm of Thomas, Wade, Guthrie & Company, chartered ac
1
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countants of London and Manchester, England, and its formation
came about in this way:
Mr. Guthrie, acting in the capacity of receiver in the case of a
certain bankrupt financial concern in England, in the year named,
found it necessary to proceed to this country to enquire into the
value and status of certain property and assets which the bank
rupt concern owned on this side. On arriving here his first
thought was to find a good accounting firm which he might
employ to assist him in his investigations. He made enquiries in
this direction and discovered that not only was the profession
of accounting as it was understood and practised on his side
practically unknown in this country, but there was no such thing
as a responsible accounting firm upon which he might rely for
assistance in his work. His attorneys in New York informed him
that he did not need accountants, and that they would attend to
all matters, both legal and accounting, in his case.
A man of Mr. Guthrie’s type of mind, a trained accountant and
a thorough business man, saw an opportunity in this great and
important business center and he at once determined to establish
an accounting practice in New York, which, as far as he could then
see, would be the first of its kind in this country.
In his efforts in this direction, through the good offices of his
attorneys, he met a John Wylie Barrow of New York, an estimable
American gentleman of culture and refinement, held in the
highest esteem by all. Mr. Barrow was an actuary rather than
an accountant, and when Mr. Guthrie met him, his main business
was with certain British fire-insurance companies. He was
employed by them to check the vouchers and certify to the
clerical accuracy of the monthly statements prepared by the
branches here before sending to the home offices abroad. This
work constituted his only practice.
After the necessary conferences and enquiries had taken place
a partnership was formed in October, 1883, by and between John
W. Barrow, Edwin Guthrie and C. H. Wade, known as Barrow,
Wade, Guthrie & Co., public accountants, New York, the English
partners supplying the necessary expense and working capital.
The nucleus of this business was neither large nor important.
It was merely the work (with some additional auditing modifica
tions) hitherto done by Mr. Barrow for the insurance companies
before referred to, together with the hopes of the members of the
new firm that other matters of an accounting nature would
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develop in due season. Here, then, appeared to be the first step
in the beginning of the great profession of public accounting in the
United States of America.
After Mr. Guthrie had finished his work and left for his home
in England, the firm opened offices and commenced practice in
the old Equitable building, later on moving to 45 William street,
New York. Mr. Barrow took into association with him as his
chief assistant one Oscar E. Morton who was, clerically speaking,
a good man and had some knowledge of insurance work, but there
is no evidence that his ability ran in any other direction. With
this simple foundation the firm worked on in the even tenor of its
way, keeping its own but gaining little, and the hopes of other
matters developing, before referred to, materialized only to a very
modest extent.
Business thus went on up to the spring of 1886, when the
English partners were notified by cable that Mr. Barrow had died
and Mr. Morton was conducting the business of the firm in his
place. This news naturally came as a great shock to the others,
and in the interest of the business, and to preserve and keep it
intact, it was decided that Mr. Morton should be made a partner,
and practically take the place and interest in the partnership of
the one who had passed away. Matters thus proceeded appar
ently without any impairment till the early autumn of that year
when certain reports reached Mr. Guthrie and Mr. Wade, which
seemed to reflect somewhat on the loyalty of their new partner,
and, receiving at the same time notification that it was the
latter’s intention to retire from the firm at the expiration of the
requisite time notice, Mr. Guthrie determined to make another
visit to this side and get the affairs of the firm properly ad
justed.
He sailed in October, 1886, and brought me along with him to
act first as a senior assistant in the New York office and later as
a partner. At the time of his sailing he did not know what
subsequently proved to be the case, viz., that since the death of
Mr. Barrow, Mr. Morton had been doing all that was possible to
get the business in his own hands, and divert from the firm to
himself individually the few clients whose patronage the firm
enjoyed. As stated, Mr. Guthrie was not aware of these things
at the time he started, and when he presented himself at the
office of the firm on the morning of October 25, 1886, he was much
surprised to be accorded a very frigid reception by his partner.
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As for myself, my arrival at the office on the same day turned out
to be somewhat of a dramatic event.
Monday, October 25, 1886, was probably the most momentous
day in my life. It was the beginning of a new career, a new
existence in a new and comparatively strange country. I had
left behind me old and loved associations and new ones were to
start from that time. Was the future to mean success or failure?
That was the question uppermost in my mind, and not possessing
a particularly sanguine temperament the answer was vague and
indefinite.
I started from my hotel early on the morning of the date above
given to find my way to the office of the firm at 45 William street.
The day was cold and gloomy and this circumstance naturally
did not tend to lessen my general feeling of anxiety and loneliness.
The new conditions and surroundings impressed me a good deal.
Everything was strange and novel compared to the quiet northern
town in England from which I had come. The activity about
the streets was greater; the people seemed more alert, active and
aggressive than those at home, and considering that I knew no
one from one end of the country to the other, I felt a veritable
stranger, almost an intruder. My anxious feelings can therefore
be imagined when I entered the building of the firm in William
street. I found there Mr. Guthrie conversing with Mr. Morton.
Mr. Guthrie attempted to introduce me to him, but he declined
to take any notice of this, and gruffly ordered me out of the office.
What followed is perhaps best expressed in the language of a
complaint subsequently filed by Mr. Guthrie, under the advice
of his attorney, in the New York supreme court praying that
Mr. Morton be restrained from doing the objectionable acts and
things of which he was alleged in said complaint to be guilty.
The complaint states:
That the plaintiff Guthrie has employed in the service of said co-partner
ship, James T. Anyon, and has ordered him to work upon the business of
the co-partnership at the place of business in William street, and that,
upon the said Anyon arriving at said office to begin work, the said defend
ant, Morton, ordered the said Anyon to leave the office forthwith and
called a policeman to remove the said Anyon, but that, at the moment
when the policeman called, the said Anyon was not in the office, having
temporarily left the same;
That, prior to the return of the said Anyon, the defendant locked the doors
of the outer office of the firm so that he could not re-enter the office for
the purpose of reporting to and talking with plaintiff Guthrie or receiving
instructions from him;
That the plaintiff Guthrie having duly applied to the said defendant for the
opportunity to examine the books of the firm, the same were refused to
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him, the said defendant referring him to his lawyer, whom he did not
name, as his only answer, except that the said defendant did refuse to
permit the said plaintiff Guthrie to examine the same.
All the said acts occurred on the 25th day of October, 1886.
And in addition thereto the defendant, Morton, did on the said day instruct
the chief clerk in the office of said firm, without reference to the right of
entry of either the plaintiff Guthrie or said Anyon, upon his leaving the
premises, to lock the door to said office, thereby excluding the plaintiff
Guthrie and the said Anyon, as well as such clients of the firm as might
wish to confer with them, from the use of the said premises;
That the relations between the plaintiff and the defendant are strongly un
friendly;
That on the 26th day of October the defendant, Morton, locked the door of
one of the firm’s offices and has ever since prevented access thereto;
That the plaintiffs are informed and believe that the said defendant has
endeavored to divert from the said firm to himself individually the clients
of said firm, so that on the termination of the said firm the clients who
now and have formerly been the clients of the said firm shall become his
individual clients;
That the defendant be enjoined to permit the said Anyon mentioned in
this complaint to act under his employment as a clerk of the said firm
and to occupy during business hours, and such other hours as may be
indicated by the said Guthrie, the premises occupied by the firm in Wil
liam street; and further, that any other clerks and assistants who may
be employed in the business of the firm by the said Guthrie the defendant
is enjoined to permit to occupy the said premises and not to interfere
with them in any way whatsoever.

After the exciting events of this my first day at the office of the
firm as above related, and for some days thereafter, during which
I was confronted with the prospect of the reappearance of the
policeman and his terrors, and when, moreover, I expected that
Morton might decide to use physical force to settle his troubles
and objections to my presence, I never lost courage nor was I
afraid. Morton was a far bigger man than I, and I could see that
he was tempted often to get at me in a physical way, but for
tunately he did not resort to this. And when I say fortunately,
I mean fortunately for him and the good name of the firm, for
I had plenty of pluck and in my inner heart had a secret feeling
I would love to have had the encounter.
These difficulties and differences with Morton, involving also
the settlement of the ownership of the goodwill of the business,
induced Mr. Guthrie to file the complaint in the New York
supreme court. In this complaint he asked, among other things,
for the appointment of a temporary receiver for the firm pending
the adjustment of the several matters in dispute between the
partners. A decision was later rendered by the court granting
the petitioner relief on all the points involved and consenting to
the appointment of a receiver. This receivership lasted several
months, during which all matters were settled, and Morton made
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his exit and disappeared from the affairs of Barrow, Wade,
Guthrie & Co. for all time.
When the disturbing influences as above related had subsided
somewhat, I turned my attention to practical business matters
and particularly to an enquiry as to how the profession stood in
New York.
I had left on the other side a profession full of vitality, one that
was looked upon as an essential element of business life, and so
recognized in every section of business activity. It need not,
therefore, be a matter of astonishment when I say that it was
natural that I should expect in this great and progressive country
to find relatively the same conditions that existed in the country
I had left. A general survey of the situation, however, soon made
the fact apparent that these conditions existed here only to a very
limited extent, that public accounting was in its infancy and that
it was little known or understood as a distinct profession.
As might be expected in such circumstances, my chief thought
was to find out and become acquainted with the men then engaged
in the profession, and to learn the kind and quality of work which
they performed. With this object in view I sought all available
sources from which I might obtain the required information. A
careful examination of the city directories, a scrutiny of the ad
vertisements in the financial papers, enquiries from the few busi
ness men with whom I had become acquainted, and finally a talk
with the firm’s attorneys in the hope of obtaining some enlighten
ment on the subject, soon satisfied me that there were very few
persons engaged in the profession—no more in fact than could be
counted on the fingers of one hand. There was a firm called
Veysey & Veysey with a staff of two or three assistants, another
practising under the name of Jas. Yalden & Co., a man named
Louis M. Bergtheil, one named H. M. Tate and another who was
certainly in the front rank, Geo. H. Church. In Philadelphia the
late John Heins seemed to be the only representative accountant
in public practice. In Boston a man named Rodney McLoughlin
played a corresponding part. These, with a few others whom I
had not discovered at the time, appeared to be the sole exponents
and representatives in this great country of a profession that in a
comparatively few years was to become so important and essential
to the needs of the business world.
The next step was to put myself in communication with all
these men, which I proceeded to do either personally or by letter,
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pointing out to each one that I had just come to this country from
the other side to join them in the conduct of the profession of
accounting, that I was sure they would like to see it better known,
understood and recognized by the public, and that with a view
to considering what might be done to accomplish this object I
suggested that it might be desirable for them to meet myself and
Mr. Guthrie on a certain appointed afternoon at the firm’s office,
45 William street, to discuss the matter. One and all showed
the greatest enthusiasm and interest in the proposal and agreed
to attend the meeting.
On the afternoon in question the gentlemen invited came at the
appointed time. There were about six or seven present including
Mr. Heins who had purposely travelled from Philadelphia to
attend. They were not all practising accountants, but all evinced
a decided interest in the subject of accounting. One of them was
Colonel C. E. Sprague, president of the Dime savings bank, then
at 31st street and Broadway, New York. Colonel Sprague was a
lover of anything related to accounting and took a keen interest
in the fortunes of the profession. Several others professed to be
accountants but took no part in public practice. The situation
seemed novel and at the same time interesting to those present,
and a general air of expectancy was apparent.
After formal introductions to each other and to Mr. Guthrie
and the passing of the usual compliments, the meeting got down
to business. Mr. Guthrie was asked to take the chair and I to
act as secretary of the meeting. Mr. Guthrie gladly complied and
proceeded to address those present, his remarks being, in sub
stance, as follows:
That it was a great pleasure to him to be able to visit this coun
try again on the affairs of his firm; that it was a great privilege to
him thus to have this opportunity of meeting the accountants
practising in New York and other cities; that he was sorry, how
ever, to find that the profession had not materially progressed in
public recognition or in other ways since he was last here; that in
England, on the contrary, the profession was on a very high plane;
that it was recognized as one of the leading professions—firms,
corporations, banks, railroads and other financial and commercial
entities seeking the services of accountants in all phases of activ
ity ; that the efforts of practising accountants in this country should
be directed toward bringing about a similar condition, and that he
believed some similar institution or body to that then existing on
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the other side, viz., the Institute of Chartered Accountants in
England and Wales, could be started here under the regulations of
which competent accountants could practise and be recognized by
the public as fully qualified so to do.
It is needless to say that Mr. Guthrie’s remarks were listened
to with great attention, and all freely admitted that his address
had given rise to new life and zest and a keener desire for greater
things. The meeting then settled down to business and dis
cussion, and finally a resolution was proposed by Mr. Heins
and put to the meeting to the effect that the accountants present
should form themselves into an association for the advancement
and protection of the interests of the profession, and that the
qualification for membership should be ability and fitness to
practise in a public capacity.
This motion was seconded and it was further proposed (and I
had the pleasure of making this proposal) that the name of this
association should be the American Association of Public Ac
countants. This resolution was passed unanimously and thus
came into existence in the month of December, 1886, the first
organized body of professional accountants in the United States.
(Tobe continued)
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Some Questions on No-par-value Stock *
By Frederick H. Hurdman
At the annual meeting of the American Institute of Account
ants, held in St. Louis in September last, certain questions rela
tive to stock of no par value were suggested for consideration.
These questions are used as the basis for the following comments:
1. Should earned surplus be segregated on the balance-sheet
and not shown as part of capital or capital surplus?
As the balance-sheet of a company is prepared for the purpose
of exhibiting its financial condition, it is quite essential that the
statement be prepared in such a manner that none of the principal
elements is obscured. It is necessary that the nature of the
assets and liabilities be shown and quite desirable that the net
worth be exhibited in such fashion that the amount representing
the permanent capital invested by the stockholders may be dis
tinguished from the accumulated earnings or deficits from opera
tions.
As the invested capital should be represented by the capital
stock and capital surplus, if such exists, it is important that these
should be clearly distinguished from that part of the net worth
which represents accumulated earnings. If this is not done an
examination of the statement will not disclose the amount of the
fund available for dividends nor advise possible creditors the
amount by which the assets may be depleted through the pay
ment of dividends. The failure to make any distinction between
earned and capital surplus may serve to conceal a condition in
which dividends paid have exceeded accumulated earnings.
Indeed, this condition may provide the motive for a refusal on
the part of a company’s officers to make a proper segregation of
surplus. Furthermore, it is conceivable, where no segregation is
made between capital and earned surplus, that losses may be
given the appearance of profits by adjustments through surplus
for revaluation of property, franchises, etc., and a healthy tend
ency exhibited where the reverse may be true.
2. Is it necessary to show capital surplus separate from capital?
If so, in what circumstances do you think it advisable to
make this further segregation of capital?
* A paper read at a meeting of the Massachusetts Society of Certified Public Accountants,
Boston, November 24, 1924.
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It is apparent that unnecessary subdivisions of items on a
balance-sheet make it more difficult to comprehend quickly the
financial condition which it portrays. The classification of the
various elements on the statement should only extend far enough
to present a clear picture without details which may divert
attention from the salient features. This applies not only to the
assets and liabilities but to the group of items representing the
capital of a company as well. The essential features in respect
to the capital are the fixed capital (with explanation of any
preferences in regard to it) and the amount of undivided profits.
Therefore, usually nothing is gained by dividing the fixed capital
into so-called capital and capital surplus. It may, of course, be
necessary with par-value stock when the capital paid in is in
excess of the par value of the capital stock issued, but the use of
no-par-value stock obviates this.
However, it may be desirable even where a company has
no-par-value stock to show capital surplus separately when such
surplus arises after the formation of the company by reason of the
reappraisal of the fixed assets. In that case the fact that such a
revaluation has been made and the amount should be clearly
shown by a properly explained capital surplus on the balancesheet. If such a policy be followed the capital stock will ordi
narily show the fixed capital of the enterprise, the capital-surplus
account will measure any changes made in fixed asset values upon
reappraisement and the earned surplus will show the unexpended
profits of the business available for dividends.

3. What constitutes earned surplus in the case of a merger of
two or more companies?
4. Where the entire capital stock of one or more companies has
been acquired by a newly organized company in exchange
for its no-par-value stock would any part of the earned
surplus of the companies so acquired form part of the
earned surplus of the new company? We must assume
of course that the basis of exchange was so many shares of
the new company’s stock for so many shares of the stock
of the companies acquired.
Whether or not the earned surplus of merging corporations
should be carried forward as available for dividends depends on
whether or not an entirely new entity is created by the merger.
It is apparent that a new corporation at its beginning can have no
earned surplus and the real question is whether the earned surplus
10
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of merged companies should appear at all on the balance-sheet of
the new company and, if so, under what conditions and with what
designation. If a corporation having previously been in business
acquires all the stock of another and elects to merge immediately,
it merely itself acquires the net assets of the second company in
exchange for the capital stock surrendered. It, therefore, should
record the net assets so acquired at the value of the capital stock
surrendered. Its own earned surplus is not affected and no
surplus of the absorbed company should be transferred. How
ever, if a period of time had elapsed between the acquisition of the
stock of the second company and the merger, the parent company
would be entitled to take credit for the surplus earned be
tween the date when it acquired the stock of the other company
and the date of the merger. The best course in such a case
would be to transfer such surplus to the parent company before
merging.
In the case of the corporations cited no new entity was created
and, therefore, the surviving corporation is entitled to retain its
earned surplus as such. However, if two or more corporations
are merged to form an entirely new entity it is apparent that the
new company cannot of itself have any earned surplus as the net
assets acquired represent the values received as consideration
for the issue of its capital stock. This I believe to be a sound
general principle to which there should be few exceptions. It is
unfortunately true though that in many cases accountants are
not consulted as to the principle to be followed in recording
mergers on corporation books and I have known instances where
earned surplus of merging companies has been carried forward as
earned surplus of the new corporation. Such a course does indeed
appear defensible when the merger includes only companies which
have previously been operating as one property with the same
management and stockholders. It may be argued that such a
merger involves only a technical change in the form of organiza
tion and that the amount available for dividends to the stock
holders, who remain the same, should not be disturbed. The
claim is undoubtedly a just one, but even in such a case I do
not believe earned surplus should be brought forward without
specific provision for such action in the merger agreement and
should then be specifically labeled, "earned surplus of underlying
companies available for dividends to stockholders of blank com
pany.”
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I also believe that when the accountant is confronted with a
condition in which for any reason earned surplus of merged com
panies has been transferred to the new company, segregation of
such surplus should be made on the balance-sheet of the new
corporation with suitable description.
Referring to the specific example set forth in question four,
namely, a new corporation which acquired the stock of other
companies, it is apparent that the new corporation cannot start
with an earned surplus as it has had no earnings. It is in the
same position as any other new corporation, regardless of the
character of the assets acquired through the issuance of capital
stock. Even in a consolidated statement of the corporation and
its subsidiaries, if any surplus of the subsidiaries is shown it
should be styled ‘‘surplus of subsidiaries at date of acquisition.”
In respect to the individual corporations the principal point I
wish to make is that earned surplus should represent the accumu
lation of earnings less dividends of the corporation reporting.
If the surplus of underlying or merged companies is represented as
part of the earned surplus of the successor or parent company this
principle would be violated.
5. In the case of treasury stock acquired at a price above or below
the issued price, is it necessary to adjust capital surplus
or earned surplus, where surplus is so segregated on the
balance-sheet, or should the deduction be made in the capi
tal account only, assuming it is desirable to show treasury
stock as a deduction from capital and not as an asset?
The treatment of treasury stock on the balance-sheet, under
the conditions cited, requires consideration of the average price
at which the total outstanding stock was issued or is carried on
the balance-sheet rather than the price at which any particular
block was issued. Assuming, therefore, that certain shares were
acquired at a price in excess of the average issue price and that
it is desirable to show such shares as a deduction from the out
standing shares, the first inquiry is as to what accounts include
the issue price of the outstanding stock. If the capital account
and the capital-surplus account together represent the values
acquired as consideration for the issue of capital stock, the
proportion included in each should be deducted in respect to the
stock reacquired. The treatment of the excess or deficiency from
the average issue price may vary according to the purpose for
which the treasury stock was purchased.
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If such stock has a market value equal to the price paid for it
and if the stock is held for resale any excess over the average
issue price may properly be carried as a deferred item on the debit
side of the balance-sheet. In like manner any discount could be
carried as a reserve. Either item would be eliminated on resale
and the actual profit or loss on the transaction would be credited
or charged to earned surplus.
If the treasury stock had been acquired for the purpose of
retirement, the same procedure should be followed in respect to
the average issue price, but in anticipation of the retirement of
the stock any differences should be shown as a deduction or an
addition to earned surplus as
Earned surplus.........................................................................
Deduct excess over average issue price paid for treasury
stock acquired for cancellation...................................

$12,000
1,000

$11,000

6. Is it feasible to declare and pay stock dividends in stock of
no par value and if so what in your opinion should be the
necessary procedure in so far as the directors and stock
holders are concerned, and what should be the effect on
capital and earned surplus?
7. Should the stock-dividend declaration require that a specific
amount per share be transferred from earned surplus to
capital?
As the purpose of a stock dividend is not merely the dilution of
the shares of a corporation, but rather the setting aside of a
portion of the earnings as fixed capital, it follows that the payment
of a stock dividend by either a par-value or no-par-value cor
poration involves the transfer of a specific amount from surplus
to capital. From the accounting viewpoint it does not essentially
differ from the payment of a cash dividend followed by pro-rata
subscriptions to capital stock.
The procedure to be followed in the case of a stock dividend
would involve the authorization to issue additional stock by the
stockholders, and declaration by the directors of a dividend of a
fixed amount out of accumulated profits, payable in capital stock
at a specified issue value per share.

8. Where preferred stock of no par value has been issued with a
definite redemption value, should the full redemption
value be set up before assigning any value to the common
13
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stock? If not, how would you indicate to the common
stock holder the book value of his equity?

The balance-sheet of a corporation having preference stock
should show clearly the preferences which one class of stock is to
enjoy over the others in the event of liquidation. As has been
stated already in answer to previous questions, the statement
should also differentiate between fixed capital and earned surplus.
Let us consider a case in which the capital paid in and earned
surplus are as follows:
Preferred stock:

Value paid in.......................................................................
$ 8,000
Redemption value...............................................................
10,000
Common stock—value paid in...............................................
20,000
Earned surplus..............................................................................
3,800

Inasmuch as the difference between the redemption value and
the paid-in value of preferred stock will have to be paid out only
in the event of liquidation and, therefore, no reduction in the
funds available for dividends is created by the issuance of the
preferred stock, it is obvious that no deduction should be made
from earned surplus because of the difference between the paid-in
value and redemption value of the preferred stock. However, in
the event of liquidation this difference must abate what otherwise
would be the common stock holders’ equity, namely, the sum of
their investment and the earned surplus.
It would, therefore, be quite proper to set forth the facts in
relation to capital and surplus in the following somewhat lengthy
manner:
Capital and surplus:
Preferred stock—redemption value.................................

$10,000

Common stock:
Capital...........................................................
$20,000
Earned surplus.................................................
3,800
$23,800

Less excess of redemption value of preferred
stock over issue price...............................

2,000

Equity of common stock holders...............

$21,800

Total capital and surplus............................

$31,800

14

Some Questions on No-par-value Stock
The above form tells all the facts in relation to capital and
surplus, hides nothing and, assuming the real value of assets,
obviates any mathematical calculation as to the equity of each
class of stockholders. It is open, however, to at least one
practical objection. The fact of the issuance of preferred stock
at what really amounts to a discount is emphasized and this
emphasis would be strongly objected to as unnecessary by many
clients.
A second method of expression not open to this objection will
be found in the following:
Capital and surplus:
Capital...............................................................................
(Consisting of—shares of no-par-value preferred stock
—redemption value of $10,000 and—shares of no-par
value common stock)
Earned surplus.....................................................................

$28,000

Total capital and surplus................................................

$31,800

3,800

This method shows distinctly the fixed capital and earned
surplus and carries the information required to distinguish be
tween the equities of the preferred stock holder and the common
stock holder but avoids any statement as to the values paid in
for each class of stock. However, that is not an essential fact
which requires expression on a balance-sheet, but the plan is
open to the objection that the equity of the common stock
holders is not expressly stated and must be determined by a
mathematical calculation.
A third method, which I believe to be the best, is not open to
this objection and though susceptible to criticism is, in my
opinion, the form which should be adopted by accountants:
Capital and surplus:
Preferred stock—redemption value..................................... $10,000
Common stock......................................................
$18,000
Earned surplus......................................................
3,800
---------- 21,800

Total capital and surplus.................................................. $31,800

In this form the respective interests of the two classes of stock
are shown definitely. Although the total fixed capital is not
expressed in one figure, it is differentiated from earned surplus as
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the latter is shown in a specific item. The reduction from the
paid-in value of the common stock of the discount on preferred
stock is justifiable as the common stock holders’ equity was
unquestionably reduced, but no change occurred in the earned
surplus or the fund available for dividends. The only item to be
reduced, therefore, is the paid-in value of the common stock.
This appears logical if it be considered that the capital stock
was all paid in at the inception of the business. There was no
earned surplus at that date. Although the common stock holders
paid in $20,000, they permitted a lowering of the value of their
investment by allowing the issue of preferred stock with a redemp
tion value of $10,000, while only $8,000 was paid in as considera
tion for such preferred stock.
It is to be noted, therefore, that while the total fixed capital
can be obtained by a simple mathematical calculation from the
information submitted, the amount paid in on each class cannot
be determined. I do not think that this need be shown and in
lieu of such information this method of presentation does show
the reallocation of the fixed capital values occasioned by the issues
of preferred stock.
9. Is there any justification for preferred stock of no par value
when a redemption value and preference as to liquidation
of assets are assigned to it?
The principal argument offered in advocating the use of shares
without nominal or par value was that the discontinuance of an
arbitrary dollar mark would prevent some misconceptions as to
value and advise the holder that he was the owner of a certain
proportion of the total net worth of a company, leaving it to him
to determine what such net worth was instead of relying on the
nominal value of his share certificates in determining their value.
This argument does not apply to preferred shares with a stated
redemption value as such shares do not represent an aliquot
part of the net worth of a corporation. Such shares are sub
stantially in the same position as par value preferred stock and
the sole reason which can be advanced for their use is that they
can be sold at any price, or in effect at a discount from the re
demption price. This reason does not, in my opinion, justify
their issuance.
10. Cannot the object sought in the issuance of preferred stock
without par value, namely, facilitating sale, be as easily
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attained by fixing the dividend at an attractive rate
instead of offering stock at a price below redemption
value?

The justification offered for the issuance of preferred stock of
no par value with a redemption value is that it permits of the
sale of stock at a price less than the redemption value. Thus the
no-par-value-stock laws, instead of carrying out their high pur
poses, merely become the legal means of issuing stock at less
than par, for the redemption value is in reality a par value.
It is difficult to see why this subterfuge should be adopted
when preferred stock might be sold at a par value if the dividend
rate were adjusted to meet money-market conditions and to the
limitations set by the company’s credit. The reason that this
is not done is mainly a feeling on the part of issuing companies
and perhaps investment bankers that a company’s credit is
injured by issuing preferred stock with a high dividend rate.
However, a lower dividend rate on a lower issue price actually
means the same as the higher dividend rate on par value and it
would appear that any subterfuge employed to mislead the
investing public should not be advocated by those who have
sought a corrective for existing evils of capitalization in the
no-par-value idea.
ii. Should the stated or declared value be assigned to capital
stock on the balance-sheet and every thing over and
above that stated value carried in capital or earned
surplus, or should the stated value be merely noted for
information in the capital section?
In the answers to previous questions it has been stated that
fixed capital should be clearly differentiated on the balancesheet from earned surplus. It is clear, therefore, that the excess
of paid-in values over the stated or declared value should not be
included in earned surplus, nor does there seem any good reason
for carrying the stated or declared value as a separate item on the
balance-sheet with the remainder of the paid-in capital set up as
capital surplus. The balance-sheet primarily should show finan
cial facts and the fact of importance in regard to the capital is
the amount paid in or fixed capital.
Undoubtedly it is advisable to include information relative to
the declared value, but this can be accomplished as well by a
parenthetical note, without disturbing the proper structure of
the statement.
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12. Has the use of no-par-value stock corrected the evil of over
valuation it was intended to correct or do we still find
patents, franchises, leaseholds and goodwill excessively
valued in order to show a large capitalization?

I do not believe that the use of no-par-value stock has served
to eliminate or reduce the over-valuation of intangibles nor even
served to warn the investing public against the assumption of an
arbitrary value for the stock. It is necessary in recording the
financial facts of a corporation and in the preparation of state
ments to use values expressed in terms of money. The values
so employed may be as unreal in the case of no-par-value stock
as with stock having a nominal value. The real evil exists in the
method of valuation and the corrective should be applied there.
13. What may the accountants do toward standardizing and
suggesting improvements in legislation in the various
states, relating to this question of no-par-value stock?
Accountants in the first instance should apply themselves
to a better solution of capitalization evils than is apparently to
be secured from the use of no-par-value stock. As to that device
itself they should suggest the elimination of preferred stock with
out par value except where the preference is only in respect to
dividends. They should ask for a very clear definition of the
funds available for dividends, and this definition should expressly
exclude any of the proceeds of the sale of capital stock or unreal
ized surplus arising from the reappraisal of fixed assets.
Finally, they should also urge more stringent requirements as
to the valuation of assets contributed in exchange for capital
stock whether tangible or intangible.
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Taxation of No-par Stock
By H. T. Warshow

The no-par-stock corporation is of comparatively recent origin;
the first statute authorizing such corporations having been
passed in New York in the year 1912. The last five or ten years
have witnessed a large increase in the number of no-par-stock
corporations. Apparently, the laws affecting corporations with
no-par stock have not kept pace with this rapid growth, for they
show signs of inconsistency and some confusion. The article by
Edmund M. Meyer (in the October, 1924, issue of The Journal
of Accountancy) on Capital Stock Stamp Tax Hallucinations
contains some striking examples of the anomalous situation in
the application of the present capital-stock stamp taxes to stock
of no par value. The present paper will attempt to present the
shortcomings of these laws, both federal and state, as they affect
no-par stock and will outline a suggested change.
A decision of the supreme court of the United States has
recently been rendered (Air-Way Electric Appliance Corporation,
October 20, 1924) in which Mr. Justice Butler delivered the
opinion of the court, holding unconstitutional the act of May 17,
1921 (8728-11, general code of Ohio). The concluding paragraph
of this decision reads as follows:
“It is clear that the mere number of authorized non-par value shares
is not a reasonable basis for the classification of foreign corporations
for the purpose of determining the amount of such annual fees. Such
a classification is not based on anything having relation to the purpose
for which it is made. Southern Railway Co. v. Greene, 216 U. S. 400,
417; Royster Guano Co. v. Virginia, 253 U. S. 412, 415. The act has no
tendency to produce equality; and it is of such a character that there
is no reasonable presumption that substantial equality will result from
its application.”

The capital stock of a corporation, whether it be of par value
or no par value, is a factor in the determination of the following
taxes:
Federal
Original issue tax

Par value—Five cents on each $100 of face value or fraction thereof.
No-par value—Five cents per share, unless the actual value is in excess
of $100 per share. In that case the tax shall be five cents on each $100
of actual value or fraction thereof, or unless the actual value is less than
$100 per share. In that case the tax shall be one cent on each $20 of
actual value, or fraction thereof.

19

The Journal of Accountancy
Transfer tax

Par value—Two cents on each $100 of face value or fraction thereof.
No-par value—Two cents on each share regardless of value.

Capital-stock tax—No discrimination between par value and no-par-value
stock. This is a franchise tax levied for the privilege of doing business
in a corporate capacity, at the rate of $1 for each full $1,000 of the fair
average value of the capital stock for the preceding year ending June
30th, in excess of an exemption of $5,000.
State

Franchise tax—This tax is in many states based upon the amount of capital
stock.1 In some states such as Delaware, stock of no par value is for
purposes of this tax arbitrarily valued at $100 per share. Up to 1920,
this had been the law in the state of New York.2 It was then, however,
declared unconstitutional by the appellate division of the supreme court
in People Ex rel Terminal and Town Taxi Corporation vs. Walsh, in
which the wording was as follows:
“The compulsory valuation of $100 required by the provision as
thus construed to be placed upon every share of no-par-value stock is
entirely arbitrary and necessarily would result in unequal taxation
. . . and compelled the conclusion that the provision is unconstitu
tional.”

It is interesting to note that the Canadian tax law
present time taxes no-par-value shares upon the basis
hundred dollars a share. There are also some estates
country that still continue this arbitrary valuation of
stock.

at the
of one
in this
no-par

Original issue or organization tax—New York state
Par value—Five cents on each $100 of face value or fraction thereof.
No-par value—Five cents per share regardless of the actual value thereof.3

The wording of this law does not take into consideration
actual book value of the stock. The tax is equal to five cents a
share where the par value is $100 and, in those cases where the
1 The present basis of the franchise tax in New York is outlined in article 9A of the law,
which provides for one of the following three methods, the one yielding the greatest revenue
for the state being taken as the basis for the tax:
1. 4½% on the proportion of the entire net income segregated to New York state.
2. One mill on each $1 of face value of issued capital stock allocated to New York state (no
par-value stock on the basis of actual or market value but not less than $5. per share).
3. A minimum fee of $10.
2 In 1920, section 214 of the New York state tax law (chapter 640, laws of 1920) provided as
follows:
“If such a corporation has stock without par value, then the base of the tax shall be such a
portion of its issued capital stock as its gross assets employed in its business in this state bear to
the entire gross assets employed in its business, and its shares without par value shall be deemed
to have a face value of one hundred dollars each for the purposes of this assessment.”
3 Section 180, which covers the organization tax on domestic corporations in New York state
reads as follows:
“Every stock corporation incorporated under any law of this state shall pay a tax of one
twentieth of one per centum upon the amount of the par value of all the shares with a par
value which it is authorized to issue and a tax of five cents on each share without a par value
which it is authorized to issue, and a like tax upon any subsequent increase thereof."
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par value is less than $100, a tax of five cents on each aggregate
of $100 is imposed, so that 10 shares of $10 value each would be
subject to an organization tax of five cents. Shares of stock with
no par value, however, are in every case subject to a tax of five
cents a share regardless of the book or actual value thereof.
The minimum tax on original issue in New York state is five
cents a share on no-par-value stock, whereas under the federal
law the minimum is only one cent a share.
Transfer tax—New York state
Par value—Two cents on each $100 of face value or fraction thereof.
No-par value—Two cents for each and every share regardless of actual
value.4

Where the face value of stock is less than $100 a share (viz.,
where the face value is $10, $25, or $50 a share) a tax of two
cents is imposed on each aggregate of $100 or fractional part
thereof, irrespective of the number of shares involved in the
transaction. In actual practice, the tax on large lots of stock
having a par value of $10 a share will be computed at the rate
of two cents on each 10 shares of stock. The face value alone
is to be considered and the market value is without signifi
cance for the purposes of this tax. In the case of corporate
stock having no par value, the tax is computed in all instances
at the rate of two cents a share regardless of the actual book or
market value of the shares. This law is uniform in the states of
New York, Massachusetts, South Carolina and Pennsylvania,
which are the only states having transfer taxes, and is similar
to the federal transfer-tax law.
It is quite apparent that in every one of the state and federal
laws mentioned (with the exception of the federal capital-stock
tax, which is levied upon the actual fair value of the capital
stock) in which capital stock is a determining factor in the amount
of taxes, stock of no par value receives an arbitrary valuation
for tax purposes which, in most cases, does* not reflect the actual
value of the stock. Furthermore, in New York, section 180 of
the 1923 law provides as follows: “Every corporation which shall
change shares with par value into shares without par value shall
pay a tax of five cents for each share without par value resulting
4 Article 12, Section 270, N. Y. State Tax Law:
“There is hereby imposed and shall immediately accrue and be collected a tax, as herein
provided, on all sales, or agreements to sell, or memoranda of sales and all deliveries or transfers
of shares or certificates of stock . . . On each hundred dollars of face value or fraction thereof,
two cents, except in cases where the shares or certificates are issued without designated monetary
value, in which cases the tax shall be at the rate of two cents for each and every share.”
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from such change less one-fortieth of one per centum of the par
value on the shares with par value so changed.” This provision
is not in accordance with good fundamental economics. It at
tempts to tax a procedure which may for many reasons be de
sirable, in order to prevent a possible intended decrease in state
taxes. The more logical method, which would be equally effec
tive, would be to place par-value and no-par-value stock on
exactly the same basis, to disregard the dollar sign entirely.
If this discrimination against no-par-value stock were the re
sult of a well considered intention to prevent the further growth of
corporations with no-par stock, the discussion would be shifted
to other grounds. The advantage of no-par-value stock is a
subject which has been carefully scrutinized and commented
upon by other writers.5 It is more likely that the development
of taxes on no-par stock, instead of being the result of any well
considered policy, springs from haste and also from the feeling
that the amount of taxes involved is comparatively small and,
for that reason, not of great importance. This view, however,
is an erroneous one, for while the amount of total tax yield is
small compared to such taxes as the corporation income tax, etc.,
yet it may be large enough to prevent many corporations from
adopting the no-par-value method, which otherwise would do so.
A more equitable method would be to place par-value and no
par-value stock on exactly the same basis and to tax actual
value rather than the dollar value printed on the face of the
certificate. This is not a novel suggestion. It is merely a fur
ther application of the principle upon which the federal capital
stock tax is based. The wording of this law does away with any
discrimination between par-value and no-par-value stock and
levies the tax on the actual fair value of the corporation. A
general introduction of this basis would do away with the present
discrimination between par-value and no-par-value stock. A
brief survey of the laws of foreign countries will demonstrate
that the United States is one of the few countries which in its
capital-stock-transfer taxes pays so much attention to the dollar
sign on the face of a stock certificate.
Nearly all the countries of Europe, such as England, France,
Spain, Switzerland, Sweden, etc., and of South America, such as
5 See James C. Bonbright, “No Par Stock: Its Economic and Legal Aspect" Quarterly
Journal of Economics, May, 1924: also Bibliography of shares without par value in J. Hugh
Jackson’s Audit Working Papers, 1923, page 184.
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Chile and Peru, where stock-transfer taxes are in effect, assess
the transfer tax upon the actual amount involved in the sale of a
security. Minor differences exist in the application of the law
in various countries. In some countries, the purchaser pays the
tax; in others, the seller; while in some few countries, such as
Rumania, a transfer tax is paid by both the buyer and the seller.
The rates, of course, differ in the various countries and in some
cases, are progressive with the amounts involved.
The main point of departure of the United States stock-trans
fer tax is that the basis for taxation is the face value of the cer
tificate and in cases of no-par stock an arbitrary value rather
than the actual amount of the sale. The method followed by the
European countries, which taxes the actual amount involved in
the sale of a security, would automatically and satisfactorily
dispose of the difficulties involved in the sale of shares with no
designated par value. This method would place the stock
transfer tax, which is really a tax on the sale of securities, on the
same basis as the present federal tax on the sale of futures on the
produce exchange and other sales taxes, all of which are based
upon the actual amount involved in the sale.
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III
HARVARD GRADUATE SCHOOL OF BUSINESS ADMINISTRATION

By Shaw Livermore
The Harvard Graduate School of Business Administration is a
graduate school; the student body, except for a few men who have
held executive positions in business or have been detailed to the
school by the war or navy departments, is composed of men hold
ing bachelor’s degrees from approved colleges. Considerable
numbers of these have also spent some time in actual business life
after graduation and have discovered the need of further training.
The course is definitely organized for a two-years’ period of resi
dence, and includes normally five courses in each year. The firstyear courses, comprising accounting principles, industrial finance,
industrial management, marketing problems and business statis
tics, are required of all students. These courses help men to un
derstand the relations existing between the major activities of a
business, and to choose their subjects for specialization in the
second year. Those men who lack an adequate background in the
principles of economics are required to take an introductory course
in economics for the first half year, in place of one of these five
courses. The work of the first year thus gives a broad training
and background, which the school believes should be required of
every man entering any specialized field of business.
This training in fundamentals is developed through the use of
actual cases or situations which have arisen in business. The re
quired course in business policy continues this training during the
second year’s work. It is equivalent to two other courses and is
conducted in part by outside business men who present current
problems of their own; and it aims particularly to bring out the
relation of different problems in the work of the business execu
tive. The other three courses of the second year are elective and
are chosen within the various “groups” of fields of business
activity. One of these groups is accounting.
Men who decide to specialize in accounting fall roughly into two
groups—those who intend to use accounting for purposes of ad
ministrative control and those who are interested in the technical
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and professional aspects of the subject. A full year’s course in
industrial accounting is offered for men planning to enter factory
accounting or cost-control work. This course treats not only of
the general principles of cost accounting, but also of the specific
factors affecting the setting of rates and determination of stand
ards costs. The purpose of this course is primarily to show how
accounting aids in determining or directing business policies.
Students enrolled in this course usually take factory problems and
one other elective course helpful in training for factory manage
ment. The course in industrial accounting is also recommended
to men concentrating in other fields—for example in investment
banking—because it gives an insight into control methods and the
results of operation in any type of enterprise. The use of the case
method here is particularly valuable in bringing out differences in
methods between industries and between firms and in presenting
results of current field work by members of the class.
A further group of three courses are intended for students in
tending to become corporation treasurers, comptrollers or audit
ors, or those who intend to enter the profession of accountancy.
Two of these courses, each of one half year’s duration, deal with
special phases of accounting requiring ingenuity and resourceful
ness in the application of principles, and in carrying through diffi
cult accounting operations.
The third course, public accounting practice and procedure,
aims to acquaint men with the principles and procedures of audit
ing, which are so important to the corporation comptroller or au
ditor, as well as constituting a most important work for the public
accountant. It is not the purpose of this course, nor is it the aim
of the school, to train junior accountants. The course does aim to
give a broad training in auditing, so that when once the man has
passed through the routine junior work he may advance rapidly in
his chosen field. Investigations for refinancing, the installation
of financial accounting systems and the preparation of reports and
statements for the client also constitute an important part of the
year’s work.
Because of the school’s requirements for entrance, the training
and degree of maturity of its students approach a uniform level.
It is more readily possible, therefore, in the first year’s work to
present a survey of the several general fields of business to which
graduates of the school turn. Even more important is the crea
tion of an analytical attitude toward business problems and the
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building up of a method of attack by discussion of actual situa
tions that have arisen in business. Individual investigation and
judgment are encouraged by a series of written reports during the
first year, each involving a discussion and solution of one of these
cases or problems. In the second year, there is usually opportu
nity for further research in lines chosen by each student and special
opportunity for acquiring specific information. Furthermore,
accounting is recognized by the school as one of the two or three
specialized fields of study wherein specific training is both possible
and profitable.
This thorough background, a college education plus the two
years’ training in business problems, should be of real value in the
profession of accountancy. Too often young accountants are un
able to grasp the significance of problems which necessarily arise
from their contact with many different kinds of business. The
school endeavors to create a breadth of outlook and an insight into
the significance of any given operation. Thus, either for admin
istrative accounting work within an individual business or for
preparation for the public practice of accountancy, the graduate
school of business administration offers a balance between two
separate phases of preparation—a broad business background and
specific technical and professional training.
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Price, Profit and Return on Invested Capital
By Harold D. Force

There commonly arises a confusion in the minds of the public,
of business men and accountants, with regard to the principles
underlying commercial price-making and its relationship to profit
making. Nor is the distinction between the latter and the
return upon invested capital always understood. The impor
tance of an understanding of these subjects plays so considerable
a part in the success of business men and corporations, I have
undertaken to present an interpretation of them, both from their
theoretical and economic as well as from their practical stand
points. Even though one can present only a series of generalities,
yet if the principles upon which all action should be taken are
brought out sufficiently clearly, experience has proven that such
generalities are worth making.
Commercial price-making, or, to be more accurate, price-get
ting, is part of the wider problem of the investment of one’s
capital and services, or of either of these, in a commercial enter
prise in order that the greatest return may be had in profits and
interest upon the investment. The problem involves the entire
field of economics, which has been defined as “the science that
treats of phenomena from the standpoint of price.” Out of price
come wages for the laborer, rent or interest for the capitalist and
profit for the individuals conducting successful enterprises.
All commercial corporations, legally conducted, and subject
only to laws in restraint of monopolies and control of prices,
are free to make unlimited profits, distribute them in the form
of dividends and accumulate them in the form of surplus, when
they become new capital, distributable in the form of stock
dividends if profits are to become permanent capital. Our
national banking laws and the laws of many foreign countries
require the accumulation of surplus profits up to at least a fixed
percentage of the original invested capital. Stated in another
way, and subject to the free play of economic laws, a corporation
has the same right to benefit society in general by freely acquiring
wealth and influence in a legal manner as has the individual.
It has even greater opportunity, through its wider employment
of labor and stimulation of dependent and related enterprises,
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to be of the greatest good to the greatest number. In the United
States at the present time corporate profits are the least taxed
form of wealth accumulation, none of their income taxes being
oppressive.
Investment Return from Railroads and Public Utilities

Before proceeding with the topics of this article I desire to
point out the considerable economic difference between commer
cial investment and the return on capital invested in our rail
roads and public utilities. What these enterprises gain directly
by their services, as distinct from their income from investments
held by them, is in accounting called earnings, but never profits.
The legal interpretation of earnings is, "money or property gained
by labor or services.” Railroads, therefore, do not make profits.
Their earnings or net return on capital used to produce earnings
is also limited to a fixed percentage upon capital. In practice
this return is no more and often is less than the return on com
mercial capital invested at commercial rates of interest. Because
of the privilege of using the public domain, a right (franchise)
granted by the public, and bringing an assured market for their
services, and fair return upon the invested capital of their owners,
—provided they are honestly and capably managed, without
over-restriction from governmental regulation—the public itself
has a direct interest therein. Earnings, through rates and fares,
are therefore limited by the public, through government, to
prevent returns which might become unfair to the public interest.
From the point of view of the public, the granting of a privilege
to gain a return upon the investment of private capital must
have in exchange a mutually fair limit placed upon that return.
Which shall gain the greatest pecuniary advantages, the public,
the wage-earner, or the investor of capital? These have been
for years topics for agitation, and were much discussed in our
recent political campaign. To hand the railroads over to the gov
ernment altogether would probably mean an economic upheaval.
No such conditions prevail in commercial price-making or in
the gaining of returns upon the investment of capital in commerce
and trade.

Economic Causes

of

Price, and Its Influencing Factors

The most variable thing in commerce is price, and there is
nothing that consists of more complicated factors. The general
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price-level of commodities has been constantly changing, the
average rising gradually since 1890. Some prices have fallen,
because of special causes, as in industries in which improved
methods of manufacture have outweighed increased costs.
The chief cause ascribed by economists to the rising price-level
is the quantity-theory of money. Money is here understood to
be the medium through which commodities are exchanged and
the measure of commercial value or price. Prices rise if the
quantity of money is increased, which, in turn, is due to the
increased production and supply of gold. Where money gradually
increases in quantity out of proportion to the permanent increase
in production of commodities, it is natural that the latter should
increase in price. When there is a greater distribution of wealth,
as in the United States at the present day, there arises a wider
demand for the same things.
The causes of price-change are also psychological. Wars
inflate prices far beyond the average level, and the immediate
re-action from war deflates them below the average. Political
agitation often undermines confidence, with wide economic
effects. Even in what are called normal times there is a price
change from year to year; and another change from one trade
cycle to another. All general price fluctuations are due to
economic causes. Few clearly understand them although some
are world-wide. There are, however, certain well known in
fluencing factors determining price at all times for all commercial
goods and products. All commercial prices are influenced by the
demand prevailing for the article or product or are dependent
upon a market price made for them under competitive conditions
of trade. What does the market demand? At what prices can
the articles be marketed? These are basic questions for every
merchant or manufacturer. Our whole system of economic life
and of business enterprise involves production of a competitive
market under the motive and stimulus of individual initiative.
It is a human as well as a commercial and an economic law that
every seller of goods or services shall seek the widest market he
can reach and get the highest price. The laborer, the land
owner, the capitalist, the business or professional man each is
supposed, under our present institutions of private property and
commerce, to follow this commercial principle. Buyers of goods
or services seek the widest market and lowest price. If buyers
and sellers did not follow diametrically opposite lines of action
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one would be the economic sufferer. Both getting together
make a market price. Individual negotiation determines the
price of products with a limited market or subject to some special
source of demand.
It is an invariable rule for all commodities that a high enough
price will stimulate production and trade, and too low a price will
restrict or even stop it. If the price of corn should remain much
higher relatively than wheat, many farmers might drop wheat
altogether and raise only corn. Falling price levels, however,
generally indicate the presence of overproduction and have the
salutary effect of curtailing it until conditions of supply and de
mand are better adjusted.
Sellers are assumed to get their prices independently, and not
to combine with others in so doing. In this is the competitive
principle that the fairest price shall prevail. It is unnecessary to
the purposes of this article to touch the subjects of the control of
prices, of monopolies, of prices fixed by trade associations, or of
maintaining them at an artificial level by governmental
action, etc., so long as we make clear the economic principle of
complete freedom in commercial price-making under the free
play of natural demand, conditions of supply and fair competi
tion. Any arbitrary interference with these economic laws
causes injury to commerce and to society.
Misconceptions Concerning Price

and

Profit

A common error concerning price is that it is fixed by looking
backward at cost of production, and that each successive pur
chaser of goods has only to add his ordinary or customary per
centage of profit to the cost of what he buys or produces to deter
mine his price. Therefore the prevailing prices of exchanged
goods are enhanced according to the number of middle-men
through whose hands they pass. This common theory of the
relationship between cost and price is much heard nowadays in
regard to governmental efforts to relieve the farmer and the whole
agricultural industry. The price the farmer has been paying
for most of his goods, in relation to the price at which he sells,
has been ascribed, among others, to this cause. He is also said
to pay everybody’s taxes upon the ground that to everybody’s cost
is added everybody’s income taxes before selling prices are fixed.
The causes of such misconceptions lie in misunderstanding the
economic principle of price-making. Price-history since the
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world war is also a refutation of such ideas. During 1920, when
income taxes were still at their highest the general price-level
steadily declined. Another proof of the fallacy that high taxes
cause high prices is found in the very principle of an income tax
and in its method of application. Profits and income must first
be made and ascertained before a tax can be levied and deducted
therefrom. Prices must have been already fixed and complete
costs incurred before any profit has been made. It has been
common practice, however, to make income taxes an excuse for
the maintenance of prices. Some even add estimated taxes to
their costs, deceiving themselves as to profits until the end of their
fiscal year, when their federal tax returns prove their error.
It has been quite customary among accountants, business men
and economists to consider the chief object of a cost system in
manufacturing to be the determination of selling prices of prod
ucts upon the theory that cost determines price. This can be true
only in industries having little or no competition. Manufac
turers and merchants in general are often glad when price just
covers cost. It is then that the cost system becomes valuable in
determining for them what should be their minimum output or
volume of business required to break even and avoid loss. By it
during periods of falling prices the selling agencies of an organiza
tion may learn when to put forth greater efforts in pushing their
products. Sound cost information enables the manufacturer
to make or to conserve profits by knowing what price can be
paid for materials and by the installation of efficiencies and
economies. Were cost plus a percentage for profit the only basis
upon which to fix price there would be no incentive for efficiency
and economy of operation. Extravagance and waste would be
at a premium.
The farmer has a world’s market price to meet fixed for him
even before his crops are harvested. The merchant and manu
facturer have their own competitive market prices influenced by
agencies and causes beyond their control. Each one therefore
must carve profit out of price, through economies of cost and abil
ity to market goods in large enough volume.

Return Upon Invested Capital
Nearly every business man understands what constitutes the
annual net profit of the corporation in whose shares he has in
vested and can interpret the chief characteristics of its balance
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sheet and statement of profit and loss; but it is not always clear
to him what constitutes the net return upon the capital invested
in the entire enterprise. The ratio of net return is seldom re
ported by corporations. The figure is a very important one,
however, as it is the true index of the earning-power of the busi
ness. It makes it possible to compare earning capacity of one
business with another in the same branch of industry.
Earning-power is also the final test of value of the capital
stock of all going corporations.
The net return upon the capital of corporations is seen in the
relation and ratio of surplus net profits to the entire net worth or
actual invested capital. This is distinctly different from the net
profits earned in capital stock or rate of dividends actually paid
upon one or more stock issues. The individual holder of shares
of preferred or of common stock ordinarily measures the net return
upon his investment by the rate of dividend he receives or earn
ings which have accrued upon those particular shares.
In all well-managed corporations, after annual net profits are
determined, and federal income taxes are deducted therefrom,
dividends are declared on capital stock if at the same time balances
can be appropriated for conservative reserves or contingencies
and for additions to the company surplus. The steady accumula
tion of a surplus through profits left in the business provides for
the growth of the corporation. This surplus is also expected to
earn a return, as it has become part of the invested capital or net
worth of the business.
Surplus net profits are the balance remaining after deduction
of federal income taxes. The net return on capital is based
upon a total composed of the various stock issues (after the
“water” is all out), the earned surplus and reserves appropriated
for contingencies, or reserves set aside out of profits which are not
required to meet company operating expenses, liabilities or taxes.
A formula for computation of return and its ratio to invested
capital may be briefly given for illustration, as follows:
Preferred stock, actually issued (being stockholders’ original in
vestment).........................................................................................
Common stock, actually issued.........................................................

$150,000
150,000

Total capital stock................
$300,000
Earned surplus, as at beginning of year....................
50,000
Reserves, appropriated for contingencies, etc., etc..............................
10,000
Invested capital at beginning of the year..................................................................
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$360,000

Price, Profit and Return on Invested Capital
Net profits from operation.................................................
Less federal income taxes...................................................
Surplus net profits...............................................................

$54,000
6,750

$47,250

Dividends payable on capital stock:
Preferred (7% on $150,000)................................... $10,500
Common (5% on 150,000)........................................
7,5oo
Total dividends (6% on $300,000).................................... $18,000
Proportion of profits reserved, and retained for expan
sion, etc.:
For reserves (6% of $47,250).....................................
2,835
For surplus (55.9% of $47,250).................................
26,415
Net return on invested capital..............................................................

$47,250

Ratio of above, 13.1% on $360,000.

As all commercial enterprises are subject to good and bad
years, it cannot be considered that any one year’s net return is
the fair or average return. Hence, the above method must be
applied to each of a successive series of five or six years’ invest
ments of capital and earnings, and an average must be taken of
the rates of return shown by all the years before the correct rate
of return and indicated earning-power of the enterprise can be
ascertained.
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A Formula in Compound Interest
By E. J. Oglesby
Several texts on investment accounting give an approximate
formula for determining the time necessary for money to double
itself at compound interest. This formula is
n= .693 +.35
r
where n is the number of periods and r is the rate per period.
For example, if we want to find the time for doubling at 6%,
compounded semi-annually, r= .03 and we have
n= .693 + .35 = 23.45 periods,
.03
or 11.72 years, approximately.
We shall extend this formula to include the general problem of
finding the time necessary for money to be multiplied by any
factor, k.
We have the relation,
(I+r)n=k,
which we must solve for n. Taking the logarithms of each side
of this equation, we have
n loge (1+r) = loge k
where the subscript, e, indicates that we are using natural
logarithms, base 6=2.71828.
This gives
10ge k

n=--------------------------loge (I+r)

Now
r2

r3

r4

loge (1+r) = r -—+-—-+
23 4
(See Hall and Knight, Higher Algebra, page 191.)
Therefore, we have

which becomes, by division,
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Taking the first two terms of this series, we have

the general formula for n in terms of k and r.
From a table of natural logarithms, we have
k
loge k
2
.6931
3 1.0986
4 1.3863
5 1.6094
6 1.7918
7 1.9459
8 2.0794
9 2.1972
10 2.3026
For k = 2, we get, by substituting in the general formula,

-.35, the well-known formula for doubling the prin

cipal.
Similarly
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From a table of natural logarithms we can form an approx
imate rule for any value of k. If a table of natural logarithms is
not available, we can use the relation
loge k = 2.3025851 log10 k.
For example, suppose we want a formula for k=1.75 and have
no table of natural logarithms
loge 1.75=2.30259 loge 1.75 75
= (2.30259) (.24304)
=.5596
whence, for k = 1.75,

Suppose we test the accuracy of our general formula,

This was derived by taking the first two terms of a series of
ascending powers of r. Since r is always small, these terms de
crease in value very rapidly. The error made by taking only
the first two terms is less than the first discarded term,

For k = 100 and r= .05, we have

That is, the result given by our formula will be greater than the
true result by less than .02.
For k = 100 the formula is

For r=.05 this gives n= 94.40.
Whereas the correct value is 94.387+.

36

The Journal of Accountancy
Official Organ of the American Institute of Accountants
a. p.

Richardson, Editor

EDITORIAL
In this issue of The Journal of Ac
appears the first instalment
of a sketch of the early days of account
ancy in America written by one of the pioneers of the profession
in this country. Mr. Anyon is in a position to remember some
of the events and developments in those formative years from the
early eighties to the enactment of C. P. A. legislation in New York,
and in response to numerous requests he has written a brief series
of recollections which will be read with much interest by everyone
who has to do with American accountancy. His reminiscences
are written in a pleasant, personal strain which is most appealing,
and The Journal of Accountancy is singularly fortunate in
being able to present for the information and gratification of its
readers this valuable synopsis of accountancy’s early history here.

Early Days of
Accountancy

countancy

One of the recent and most effective
developments in the regional meetings
conducted by members of the American
Institute of Accountants in various parts of the country is the
adoption of a plan whereby one general subject is selected as the
topic for the papers read and the discussions which follow. The
first step in this direction was taken at the meeting held at Pitts
burgh, May 17, 1924. The pronounced success of that meeting
led to a similar plan for the meeting held at Toledo, Ohio, Decem
ber 6th. On this latter occasion the general subject was account
ants’ reports and there were several papers dealing with different
phases of the question. Most of these papers will appear in subse
quent issues of The Journal of Accountancy. The benefits of
the plan are obvious to all who attend the regional meetings.
The attention of the accountants present is concentrated through
out the day on one broad question and the reading of successive
papers leads to gradual development and expansion of the central
idea. For example, at Toledo there were papers dealing with the
preparation of reports, the content of reports and the style of
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composition. These papers were followed by a summary of the
discussions of the day which caught up the loose ends and tied
them together.
Ernest Reckitt of Chicago talked about
Words of Saxon
the
words which one should write so as
Origin
to make plain the thoughts of one’s
mind. He urged that words coming from the Saxon should
always be chosen before words from other sources, and to show the
might of his plea drew from many writers lines of great worth and
strength. Some of these were taken from Shakespeare and some
from the King James Bible. It is an old and well-known rule
that the shorter the word and the plainer its meaning the better.
It is not always easy to follow this rule but it can be done with a
little thought.
One thing is quite certain. If it be not
Simplicity Much
convenient
or expedient to follow rigidly
Desired
the rule for Saxon English there is room
for much improvement in the form and content of accountants’
reports. The trouble seems to lie in the mind of the writer of the
report who fails to understand that while he himself is fully
aware of what he is trying to say the reader can not be expected
to be equally acquainted with the facts and approaches the matter
from a different angle. If all reports were written from the point
of view of the potential reader, and if an extraordinary fondness
for long words and long sentences could be avoided, the criticisms
which were expressed at Toledo and have been expressed on
many other occasions would be unwarranted. If ever there was
a document in which there should be absolute clarity of diction
the accountant’s report is that document. It is intended for
many kinds of readers in many parts of the world and there is no
excuse whatever for ambiguous phraseology or attempts at im
pressive evidences of erudition.
A reader commenting upon an editorial
which appeared in the December issue
of The Journal dealing with the use of
the designation “certified public accountants” by a concern in
which there was only one proprietor draws attention to what he
believes to be another undesirable use of words. He says:

“Certified
Audits”

“What I think is more irregular is the plan extensively used in some
parts of the country by uncertified firms of advertising ‘certified audits’.

38

Editorial
One such firm which I have in mind has employed a certified public ac
countant who is required to countersign the firm’s reports when absolutely
necessary. The partners in this firm have failed in the state examinations
and their certified public accountant employee received his certificate in a
state which does not march in the front rank. The chief objection I
have is that by the use of the term ‘certified audits’ the firm creates a
popular impression that it is of certified standing. The firm may get
away with it to such an extent that clients may challenge me on the
point when cut rates are quoted by the firm in question.”

There is a great deal of force in the argument adduced by our
correspondent. The use of the expression “certified audits”
may be quite within the law in most states or even in all of them,
but whether intentionally or otherwise the effect of such a phrase
is apt to be misleading to the general public. The words “certi
fied public accountant” have come to be recognized throughout
the country as the standard designation of a qualified practitioner.
The public does not carefully differentiate between audits and
accounts, as words, and when the key-word “certified” appears
followed by any word having to do with accounting the public
may be pardoned if it confuses matters. There are many uncer
tified accountants in the United States who are conducting ex
cellent practices. Several of them are members of the American
Institute of Accountants. Under the laws of nearly all the states
there is nothing to prevent any man from holding himself out to
the public as a professional accountant; but we believe that the
interests of all accountants are poorly served by the use of desig
nations which must confuse everyone not closely acquainted with
public accounting.

And, after all, what does “certified
audit” mean? It apparently means
the report of an audit which has been
conducted and the accuracy of which is affirmed by the auditor.
The mere fact that a certificate is appended to a financial state
ment does not indicate that the statement has any more value
than if the certificate were not appended unless the writer of the
certificate be a person of standing and high qualification. The
thing which gives value and significance to a certificate is knowl
edge of the reputation of the one who certifies. Speaking gener
ally the certified public accountant may be regarded as a person
whose certificate carries value. It does not appear that account
ants using the expression “certified audits” are intentionally
guilty of any infringement of good practice. We are willing to
admit that all of them are as innocent as the proverbial lamb, but
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that does not alter the fact that with the best intentions in the
world they may be perpetrating an act which is inimical to the
best interests of accountancy. Having educated the public to
the meaning which should be involved in the use of the word
“certified” it should be the wish of every accountant to avoid
confusion. This matter has merely to be brought to the atten
tion of those who advertise “certified audits” to induce them to
adopt other phraseology. There can be no doubt about that.
When the New York stock exchange let
it be known that members would be
expected to have their accounts audited
and reports submitted to the exchange, the announcement was
hailed with delight by the business public, particularly that part
of it which has interest in either investment or speculation. The
president of the American Institute of Accountants wrote to the
president of the stock exchange offering such assistance as the
Institute could render, and it was generally felt that we were on
the threshold of a great reform. There was comment in the
editorial section of this magazine upon the altogether commend
able action of the stock exchange, and it was hoped that we were
approaching the time when the public would be in a position to
form its own conclusions as to the standing of all stock-exchange
houses. Had this promise been fulfilled, it should have been
only a short step to the adoption of similar regulations by other
exchanges throughout the country. But a great disappointment
has been experienced. The president of the stock exchange, writ
ing to the president of the Institute, and writing also to the presi
dent of the New York State Society of Certified Public Account
ants, who had offered the assistance of that society, explains that
an audit by independent accountants is not required, “it being
optional with the member or firm as to whether or not outside
accountants are employed, the only point being that such audits
as are made must be satisfactory to the committee on business
conduct.”
The resolutions which were adopted
The Exchange’s
October 22nd by the governing com
Resolutions
mittee of the stock exchange read as
follows:
Stock-Exchange
Audits

"Resolved, That members of the exchange and firms registered thereon
carrying margin accounts for customers shall, as of the date of their
answer to each questionnaire, cause to be made a complete audit of their
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accounts and assets, including securities held for safekeeping, in accord
ance with such regulations as shall be prescribed by the committee on
business conduct, and shall file with said committee a statement to the
effect that such audit has been made and whether it is in accord with the
answers to the questionnaire. Such statement shall, in the case of each
member of the exchange not a member of a registered firm, be signed by
such member of the exchange, and in the case of each registered firm shall
be signed by each member of such firm unless, for good cause shown, the
signature of one or more members is waived by the committee on business
conduct. Such statement shall in all cases be attested by the auditors,
and the original report of the audit, signed by the auditors, shall be re
tained as part of the books and records of the member or firm.”
“Resolved, That each member of the exchange and firm registered
thereon, not carrying margin accounts for customers, shall, at least once
a year and whenever called upon so to do by the committee on business
conduct, report to said committee whether such member or firm holds
securities for safekeeping. Each of such members or firms holding securi
ties for safekeeping shall, at least once in each year, file with the com
mittee on business conduct a statement that all securities held for safe
keeping have been checked and found to be intact, which statement shall
also show in what manner the verification of the securities has been made
and the date thereof.”

It is, of course, too early to form any
conclusion as to the effect of the rule
under its present interpretation. No
doubt many stock-exchange houses will recognize the danger
which must always be considered when investigations are con
ducted by employees. Accountants regard it as fundamental
that no man shall be called upon to pass judgment upon his own
work or upon the work of his fellow laborers. It is also funda
mental that no person on the payroll of a firm should be expected
to express an absolutely impartial opinion of the firm’s operations.
In nine cases out of ten an employee is probably entirely honest—
but there is always the tenth case. Furthermore, it must be
remembered that on fine points of principle or policy the salaried
employee may be logically expected to give some consideration
at least to the source of his livelihood. The failure of the stock
exchange to interpret its own rule in a modern spirit is disappoint
ing, but in time there will probably be sufficient protest against
dependence upon auto-investigation to lead to the engagement of
professional and impartial investigators.

An Unexpected
Interpretation

Some of our readers may be old enough
to remember the days when there were
accountants who advertised their pro
fessional qualifications. There were difficulties in those remote
ages when the Institute began to formulate and to enforce rules
of conduct. It seemed an endless up-hill task to induce the
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practitioner to refrain from telling the world about himself; but,
of course, all this is past and over and we can look with an air of
benevolence and condescension upon the difficulties of less en
lightened countries. As all our readers may not see The Incor
porated Accountants’ Journal, published in London, we take the
liberty of quoting from the correspondence columns of that paper
the following exposition of ethical difficulties in the Indian
empire:
“May I shed a little ray of brightness upon one page of the next issue
of the Journal by supplying you with a few extracts from a statement which
has come into my possession recently, wherein is printed a series of testi
monials and references in support of the claims of an Indian gentleman,
this statement being apparently freely circulated as an inducement to
auditing business. I will call the gentleman ‘Ramjam Puttee.’ His
friends and supporters rally round him in the following strains:
“‘Ramjam Puttee on our request compiled our accounts and made
valuable suggestions and improvements in our old accounting system
and organised it to the best of our taste. Our auditors remarked for
him to be the best compiler of accounts. ... I wish him all success in
his noble achievement.’
“The chairman of a cotton company ventures as far as this: ‘I have
had no complaint regarding his work. ’
“A gentleman described as a ‘Merchant Prince of-- , the proprietor
of a well known estate,’ commends Mr. Ramjam Puttee to a bank agent
in this wise: ‘He is related to me and comes of a respectable family.’
“Another gentleman who seems to be possessed of many virtues and
not a few positions of importance in commerce adds his contribution thus:
‘I am in receipt of your able letter . . . your work is excellent and I
appreciate it, with love.’
“Finally, the managing director of a native bank prophesies in an ex
celsior strain by writing: ‘ I am in receipt of your able and excellent letter
and am glad to find you have your noble aspirations and ambitions and
hope you are a promising young man and will surely rise very soon.’
“So may we all, I hope, share in this view.
“At the end of the document, however, appears this footnote:
“‘N. B. Many more references from England are not included,
some having not been received and some for want of space. Eminent
personages can further be referred if need be.’
“I need not say that difficulties in a strange language, whilst amusing,
can and should always be regarded in a genial and kindly spirit. I should
not wish to be lacking in good taste by making too much of the queer
English we see in these quotations. My object is mainly to indicate the
sweet uses which can be made of advertisement in an undisciplined
profession.”

At the annual meetings of the Chamber
of Commerce of the United States of
America held in 1921 and 1923 resolu
tions calling for the creation of a board of tax appeals were
unanimously adopted and, as is well known, the board was
created by the revenue law of 1924 and has begun to function.
The board has uttered its rules of practice and has expressed its
opinion as to the scope of its jurisdiction. In one of its earlier
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opinions the board announced a decision to the effect that its
operations could not be extended to include appeals from cases
arising under laws enacted prior to the enactment of the law
creating the board. At the mid-year meeting of the northern
central division of the Chamber of Commerce of the United States
of America, Edward E. Gore, a former president of the American
Institute of Accountants, was appointed chairman of the com
mittee on resolutions. The meeting unanimously adopted a
resolution to the effect that at the current session of congress
representations should be made to the proper congressional com
mittees urging that the revenue act of 1924 be amended to extend
the jurisdiction of the board to all issues arising through the
administration of all revenue laws heretofore in effect and in all
cases where the statute of limitations has not run. It was further
recommended that in all cases coming before the board of tax
appeals the burden of proof should rest upon the commissioner of
internal revenue and not upon the taxpayer.

The board of tax appeals has now issued
The Board’s Increased
its decision in the appeal of the Oester
Jurisdiction
lein Machine Company, in which the
board assumes jurisdiction to hear and determine appeals from
determinations of deficiencies arising under provisions of sections
327 and 328 of the revenue acts of 1918 and 1921. Taxpayers
generally will regard with gratification this extension of the
jurisdiction of the board and it is hoped that the intent of the
resolution adopted by the Chamber of Commerce may be fulfilled
and that all appeals under tax laws may come properly before the
board of tax appeals. In the Oesterlein Machine Company’s
case the following comment was filed by the commissioner of
internal revenue in regard to the application of the taxpayer:
“Now comes the commissioner of internal revenue by his attorney,
Nelson T. Hartson, solicitor of internal revenue, and moves to strike the
application for order to take depositions filed by the taxpayer herein, and
for grounds of his motion says:
“(1) The evidence of the witness, whose deposition it is proposed to
take, is not and can not be made admissible, relevant or competent for
the purpose of proving the fact in issue; if, in fact, the board has jurisdic
tion to entertain an appeal and review the action of the commissioner in
fixing a rate in compliance with the law in special assessment cases.
“ (2) The United States board of tax appeals has no jurisdiction to
review the action of the commissioner of internal revenue in granting or
refusing to grant special assessment under the provisions of sections 327
and 328 of the revenue acts of 1918 and 1921 and, therefore, the testimony
of the witness, if taken, could serve no purpose.
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“ (3) By section 328 of the revenue acts of 1918 and 1921, congress has
delegated to the commissioner of internal revenue, subject to the restric
tions and limitations contained in said section of the respective acts,
authority to fix rates in making special assessments, and his action in the
exercise of such authority can be reviewed or recalled only by the legislative
body which gave such authority in the first instance.
“ (4) In granting the authority to the commissioner of internal revenue
to fix rates for taxing income in special assessment cases as provided in
section 328 (a) (b), congress in subsection (c) requires the commissioner
to keep a record of all such cases, which records congress has retained the
right to review; and this board can not draw unto itself such legislative
function, which is retained by congress, to review the action of the com
missioner in special assessment cases.
“(5) The rule of evidence as prescribed by congress in section 328
for determining facts upon which the rates for special assessments are to
be fixed, does not embrace the testimony of witnesses.
“ Wherefore it is prayed that said application be denied.”

After a long and interesting opinion in
which the language and intent of the
law are analyzed the board’s decision
concludes “that congress intended and clearly indicated that the
general secrecy provisions of the law should not have the effect of
ousting jurisdiction of appeals specifically granted by it to the
board. It is apparent that congress intended to confer on the
board the power necessary to effectuate the purposes for which it
was created. Indeed, it is fundamental that every court or tri
bunal has inherent power to do all things that are reasonably
necessary to the administration of justice within the scope of its
jurisdiction. . . . We are of opinion that jurisdiction is conferred
on this board to hear and determine appeals arising out of the
special assessment provisions heretofore referred to, and that in
granting such jurisdiction the provisions of the revenue act of
1924 are clear and unambiguous and not susceptible to the re
strictions, limitations and exceptions contended for by govern
ment counsel.” Finally, the board says:
The Board’s
Opinion

“We are of opinion that the language employed in the revenue act of
1924 confers on this board jurisdiction of appeals involving deficiencies
arising out of the application by the commissioner of the provisions of
sections 327 and 328 of the revenue acts of 1918 and 1921, as well as
deficiencies arising out of a failure by the commissioner to apply those
provisions in proper cases. The motion of the solicitor on behalf of the
commissioner is denied.”

This decision of the board of tax appeals appears to indicate the
disposition of the board to go beyond the narrow bounds which
at first it was feared might be set as the limits of its
jurisdiction.
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In a recent ruling of the commissioner (I. T. 2089) it is held that affidavits by
a taxpayer’s attorney or other representative will not be accepted. Account
ants representing taxpayers by reason of their special equipment are often
better able to certify as to certain facts in a particular case than is anyone else.
Simple examples of this are such statements as to that which the books of ac
count of the taxpayer actually show, how they were kept, etc., for in the major
ity of the cases the questions at isssue are derived from returns madeby the ac
countant, later the taxpayer’s representative. Accountants are so frequently a
taxpayer’s counsellor in matters of the analysis of complex business transac
tions and the proper recording thereof, that to eliminate their testimony would
not be in the interest of the clarification of the issues nor in the interest of facili
tating the final disposition of the matter.
Citation of an example may make clearer the purport of the aforementioned
claim that the testimony of an accountant-representative often is invaluable in
clearing up obscure matters in a tax case:
An agent compensated by commissions of a percentage of gross sales and
who assumed all responsibility for his principal in the collection of the ac
counts arising from his sales, received a tax deficiency letter from the com
missioner because of the deduction of a large amount for loss sustained in a
certain year by reason of bad debts. The taxpayer had kept a crude set of
books consisting of an accounts-receivable ledger and a cheque-stub record.
As his bills to his principal were always paid before the end of the month
there were no accounts-payable records. The taxpayer had always made
a return on a cash-receipts-and-disbursement basis, with the exception that
he had included in income his prescribed percentage of commission based
on the total sales for the year; his income therefore being accrued and not
received. Upon reviewing this taxpayer’s returns the commissioner nat
urally argued that if the returns were on a cash basis there should be no
deduction for bad debts suffered in the regular business and concluded that
the taxpayer had made an erroneous deduction. The taxpayer, not know
ing the tax laws, was unduly alarmed upon receiving the deficiency letter
and called on an accountant to accompany him to Washington for a hear
ing. The unit’s conferees assigned to the case insisted upon the taxpayer's
telling his own story, and, not understanding the simplest kind of book
keeping, he became hopelessly tangled in his testimony, and then the con
ferees permitted his representative to testify. Two minutes of lucid ques
tions and answers revealed to the tax unit that the earnings on the ac
counts subsequently found to be uncollectible had been returned as income
during the year in which they had been billed, and that they were properly
deductible. The taxpayer was absolved from the contemplated additional
tax and very much relieved by the decision.

To have eliminated the testimony of the representative in this case might
have resulted in the taxpayer’s paying a wholly unwarranted tax, for his lack of
understanding of the law and bookkeeping methods made it impossible for his
mind to meet what the bureau had in mind.
Submission of evidence as to facts in the form of affidavits is a distinct for
ward step and is praiseworthy. It has always been a source of wonderment,
when viewing the conferences in the treasury department, to see how many
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questions were being solved by what seemed to be only conversation, to hear so
many irrelevances discussed to the detriment of the vital matters. How often
has a taxpayer gone into a conference primed and ready to clear up moot points
and found himself answering at great length questions having very little bearing
upon the solution of the questions at issue.
Therefore the insistence by the commissioner that facts shall be supported by
sworn statements seems to indicate a more orderly method and, although it may
cause taxpayers some additional work in the presentation of their cases, will be
of inestimable value in the speedy and proper settlement of the matters at issue.

SUMMARY OF RECENT RULINGS
A school was denied classification as a personal-service corporation though all
its stockholders devoted their entire time to it, where 82% of the capital stock
was owned by its president and 18% by some of its teachers and where each
teacher was paid on basis of a percentage of the fees paid for the instruction by
the particular teacher. (Solicitor’s recommendation 55.)
A bank may not accrue interest and discount accounts if it does not accrue all
other items. (Solicitor’s recommendation No. 6.)
Statements of facts relied upon by a taxpayer in support of his protest and
appeal must be in the form of an affidavit and signed by the taxpayer; state
ments of facts by disinterested persons submitted by the taxpayer should be in
the form of an affidavit; affidavits signed by taxpayer’s attorney or other repre
sentative will not be accepted. (I. T. 2089.)
A lessee is entitled to give effect to March 1, 1923, value of a leasehold in com
puting gain or loss from the sale thereof and a deduction from March 1, 1913,
value must be made because of the exhaustion of the lease due to lapse of time.
In this case the tax unit computed profit on sale on cost, refusing to allow March
1, 1923, value. The refusal was based on T. D. 3414 which provides that a
taxpayer is not permitted to establish a March 1, 1913, value of a lease for depre
ciation purposes. The solicitor overruled this decision of the unit and held that
T. D. 3414 does not control the sale of property. The taxpayer was therefore
allowed to use March 1, 1913, value, but was required to make a deduction
therefrom for exhaustion of the lease. (Solicitor’s memorandum 2112.)
The entire personal exemption can be claimed by a husband (or wife) even
though it was claimed by the other, where it can be shown that the income of
the other is non-taxable without applying the personal exemption. (I. T. 2090.)
The board of tax appeals has no jurisdiction of an appeal based upon the
denial of a claim for abatement filed prior to but denied after the effective date of
the 1924 act, where such a claim does not involve a jeopardy assessment defined
in sec. 274 (d) of the revenue act of 1924. (Decision No. 11, Docket No. 26)
A dividend was declared to be payable in cash but a taxpayer, one of the stock
holders, agreed, before the declaration, not to take cash but to take stock of the
company. It was held, in said stockholder’s case, to be a stock dividend.
(Court decision, U. S. v. George S. Davison, in U. S. district court—western
district of Pennsylvania.)
An appeal is filed with the board of tax appeals when deposited in the office
of the board at Washington, D. C. and a delay in filing caused by failure in
delivery of the mail of the sixtieth day because that day is a Sunday or holiday,
deprives the board of jurisdiction, though the appeal was mailed in time for
delivery in the ordinary course of the mails at the office of the board on the
sixtieth day. (Decision No. 15, docket No. 97.)
(It is probable that taxpayers living in sections of our country and its
possessions remote from Washington may consider this ruling somewhat
drastic.)

A commercial school was held to be a personal-service corporation where the
two principal stockholders were regularly engaged in the active conduct of the
school and this was the primary factor in the success of the enterprise. Many
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teachers were employed to give instruction and though this shows that the
income was not attributed solely to the activities of the stockholders it does
not prove that the stockholders were not the primary sources of the income.
(Bd. of T. A. decision No. 23, docket No. 43—appeal of Bryant & Stratton.)
(Now reread solicitor’s recommendation No. 55, first paragraph under
“summary of recent rulings,” so that clarity of thinking upon this subject
may be obtained.)
A corporation which sustained a net loss for a part of its first fiscal year after
organization, its first fiscal period being from Nov. 1, 1921 to June 30, 1922, was
allowed to deduct such loss from its gross income for its fiscal year ended June
30, 1923. (Bd. of T. A., decision No. 24, docket 104, Carroll Chain Company.)

TREASURY RULINGS
(T. D. 3648)
(T. D. 3649 November 11, 1924)
Income tax—Extensions of time for filing returns under the revenue act of 1924
T. D. 3284 of February 11, 1922, revoked
T. D. 3284, approved February 11, 1922, is hereby revoked. Under the
provisions of section 227 (a) of the revenue act of 1924, the commissioner of
internal revenue may grant an extension of time for filing returns of income, if
application therefor is made before the date prescribed by law for filing the return,
whenever in his judgment good cause exists.
Accordingly, in all cases where an extension of time is desired (including (a)
foreign partnerships and fiduciaries, and foreign corporations maintaining an
office or place of business within the United States; (b) domestic corporations
which transact their business and keep their records and books of account
abroad; (c) domestic corporations whose principal income is from sources within
the possessions of the United States; and (d) American citizens residing or
traveling abroad, including persons in military or naval service on duty outside
the United States) an application must be made therefor to the commissioner of
internal revenue on or before the due date prescribed by law for filing the return,
setting forth in detail the necessity for such extension.
In all cases where an extension of time is granted, section 270 (c) (2) provides
that interest shall be collected at the rate of one-half of 1 per cent a month upon
each installment from the original due date thereof to the expiration of the
period of the extension, even though payment is made prior to the expiration
thereof.
(T. D. 3650 November 12, 1924)
Insurance tax—Revenue acts of 1916, 1917, and 1918—Decisions of court
1. Exemption—Premium Tax—Policies of Insurance.
An insurance company, organized as a fraternal and benevolent associa
tion, is not exempt from the premium tax on policies of insurance imposed by
section 504 of the revenue act of 1917 and section 503 of the revenue act of
1918, unless itself operated under the lodge system within the provision of
section 11 (a) (3) of the revenue act of 1916 and section 231 (3) (a) of the
revenue act of 1918, or unless for the exclusive benefit of the members of a
fraternity itself operating under the lodge system within the provision of sec
tion 231 (3) (a) of the revenue act of 1918.
2. Same—Statutes Construction.
A claim for exemption from taxation must be clear and founded upon plain
language, it being strictly construed against the claimant.

3. Same—Proof.
The company failed to show by the evidence that it was operated under the
lodge system or for the exclusive benefit of the members of a fraternity
itself operating under the lodge system.
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The following decision of the district court of the United States for the east
ern district of Missouri, in the case of Western Funeral Benefit Association v.
Hellmich, collector, is published for the information of internal-revenue officers
and others concerned.
District Court of the United States for the Eastern Division of the
Eastern Judicial District of Missouri
No. 6554. Western Funeral Benefit Association, a corporation, plaintiff, v.
Arnold J. Hellmich, collector of internal revenue for the first district of Missouri,
defendant
Opinion
the pleadings

Charles B. Davis, Judge: This is an action brought by the Western Funeral
Benefit Association, a corporation duly organized and existing under the laws of
Missouri, against Arnold J. Hellmich, collector of internal revenue for the east
ern district of Missouri, to recover insurance policy premium taxes alleged to
have been erroneously assessed and collected under the provisions of section 504
of the revenue act of 1917 and section 503 of the revenue act of 1918 for the
period from November, 1917, to May, 1921, inclusive.
The petition is in two counts, the first dealing with the period from May,
1917, to March, 1919; the second with the period from April, 1919, to May,
1921. Plaintiff alleges that it is a “fraternal-beneficial association” without
capital stock, purely mutual, with a membership of white persons who are mem
bers of fraternal-beneficiary associations operating under the lodge system; that
it is itself a fraternal association operating under the lodge system and for the
exclusive benefit of members of a fraternity itself operating under the lodge
system and providing for the payment of life benefits to the dependents of the
members thereof within the meaning of section 231 (3) of the revenue act of 1918,
and section 11 (a) (3) of the revenue act of 1916. The petition further alleges
that the taxes sought to be recovered were assessed under section 504 of the rev
enue act of 1917 for the period from November, 1917, to March, 1919, in the
sum of $9,370.80, and, it is alleged, were illegal and void because the plaintiff
was exempt from taxes under section 504 of the revenue act of 1917, in that it
came within the limitations imposed by section 504 (d) of said act which exemp
ted from the tax those organizations exempted by the provisions of section 11
(a) (3) of the revenue act of 1916. The plaintiff also alleges that a claim for
abatement was denied; that the taxes were paid involuntarily and under protest;
that a claim for refund was filed and rejected and that the defendant wrongfully
withholds from the plaintiff the amount of the tax and that the defendant is in
debted to the plaintiff and has refused to pay after demand. The above are
substantially the allegations of the first count. The second count is substan
tially the same except that it covers taxes for the later period.
Suit was brought on November 17, 1923, and on January, 1924, the defend
ant filed an answer in the nature of a general denial to each of the counts of
plaintiff’s petition.
the evidence

The plaintiff was organized under the laws of Missouri as a fraternal and
benevolent association and it has been so regarded by the insurance department
of the state of Missouri down to the time of the trial. Its method of doing
business was this: It circularized the officials of lodges and organizations whose
secretary would furnish the plaintiff with the names and other information con
cerning members of the organization who desired a policy or certificate in the
plaintiff association. Thereupon, the policies would be issued and delivered to
the secretary of the lodge, who in turn would deliver them to the individual
members of the lodge who had requested such insurance. The secretary of the
local lodge collected all dues or assessments and remitted the same to the
plaintiff. The insurance remained in force as long as the. holder of the certifi
cate was in good standing in his local lodge or organization and ceased when
that status ceased. Each of the policies provided a death benefit in the sum
of $250, payable to the beneficiary named by the policyholder.
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The plaintiff association held a meeting every three years at which delegates
representing the local lodges or orders were entitled to attend. The business of
the plaintiff was carried on in the main by its board of directors, which con
sisted of its president, treasurer, secretary, two members of its auditing com
mittee, and three individual members.
During the period from November 1, 1917, to February 28, 1919, approxi
mately 86 local lodges or organizations were affiliated with the plaintiff and the
number of outstanding benefit certificates was about 42,000. In the period
from March 1, 1919, to December 31, 1920, approximately 106 local organiza
tions were affiliated with the plaintiff and the number of outstanding policies
was about 77,000. The sources of income derived by plaintiff were the monthly
assessments of the holders of the benefit certificates, together with an enrolment
fee of 50 cents per member, and a charge of 5 cents per member for reinstate
ment. From the fund thus created, death benefits were paid.
THE ISSUE

Without reciting sections of the statute which impose the tax under consider
ation herein, it will be sufficient to state that the issue here is to be decided upon
whether or not the plaintiff brings itself within the exemption set forth in sec
tion II of title 1 of the revenue act of 1916, or section 231 of title 1 of the revenue
act of 1918. These two acts are practically the same and the exemption is
stated in this form:
That there shall not be taxed under this title any income received by any—
Fraternal beneficiary society, order, or association, operating under the lodge
system or for the exclusive benefit of the members of a fraternity itself operating
under the lodge system, and providing for the payment of life, sick, accident, or
other benefits to the members of such society, order, or association or their
dependents; . . .
The issue therefore becomes, first, Is the plaintiff a fraternal-beneficiary so
ciety, order, or association operating under the lodge system—
or
Is the plaintiff a fraternal-beneficiary society, order, or association operating
for the exclusive benefit of the members of a fraternity itself operating under
the lodge system?

I
In passing upon the questions herein involved, it will be well to keep in mind
the rule by which the court must be guided.
This rule seems to have run through all of the decisions, and in the case of
Bank of Commerce v. Tennessee (161 U. S. 134), the court after citing several
cases puts the principle in this form:
These cases show the principle upon which is founded the rule that a claim
for exemption from taxation must be clearly made out; taxes being the sole
means by which the sovereignties can maintain their existence, any claim on the
part of any one to be exempt from the full payment of his share of taxes or any
portion of his property must on that account be clearly defined and founded
upon plain language. There must be no doubt or ambiguity in the language
used upon which the claim to exemption is founded. It has been said that a
well-founded doubt is fatal to the claim; no implication will be indulged in for
the purpose of construing language used as giving the claim of exemption, where
such claim is not founded upon the plain and clearly expressed intention of the
taxing power.
There seems to be no question in the case but that plaintiff itself does not
operate under the lodge system. The clause “fraternal-beneficiary society,
order, or association operating under the lodge system” means that whatever
the nature of the organization, it must be operated as a lodge in order for the
exemption to attach. There are many organizations of this character, and the
purpose of the statute, no doubt, was to attempt to cover all, and, hence, they
are designated “societies, orders, or associations.” No matter how such an
organization is designated, it is only in the event that it operates under a pro
cedure such as that adopted by lodges that it is exempt from taxation. The
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language is practically the same in both of the exemption statutes involved in
this case and there seems to be no escape from the conclusion that it includes
only such societies and orders and associations as operate under the lodge system.
By the “lodge system” is generally understood an organization which holds
regular meetings at a designated place, adopts a representative form of govern
ment and performs its work according to a ritual. That does not seem to be
a very harsh definition of what is usually understood as the lodge system and is
not so strict in its requirements as the definitions often stated in the statute
books.
The plaintiff, in order to bring itself within the statute, was obliged to estab
lish the fact that it did so operate, and this it does not seem to have done.
II
Is the plaintiff exempt from taxation under the second subdivision of the
statute? That is, is the plaintiff a fraternal-beneficiary society, order, or asso
ciation operating for the exclusive benefit of the members of a fraternity itself
operating under the lodge system? Under this subdivision it does not seem to
have been necessary that plaintiff operate as a lodge, provided it is carrying on
its activities for the exclusive benefit of the members of a fraternity which does
so operate. The plaintiff does not assert that it is carrying on its activities for
the exclusive benefit of the members of a fraternity but contends it is operating
for the benefit of the members of many fraternities. Even if the plaintiff is not
held to a strict degree of proof in that regard, the burden does seem to be upon
it to show that its business redounds to the benefit of members of fraternal
orders operating under the lodge system.
The evidence and exhibits in this case disclosed that there were many lodges
or organizations, from 80 to 100, whose members availed themselves of the fa
cilities of insurance offered by the plaintiff. The character of these societies
and the manner in which they carry on their business is not revealed by the
evidence in this case. Some of the organizations, like the Knights of Pythias,
the Order of Owls, the Order of Red Men, might be said to be so well known
as lodges as to require no proof, that is, the court might be justified in taking
judicial notice of their character—a fact which is here neither asserted nor
denied. On the other hand, there were a few organizations whose members carry
certificates in plaintiff association who were not conceded; the plaintiff did not
assert that they were such organizations. We have reference to the South Hills
Republican Club, the Shrewsbury Park Association, and a few others. Aside
from these organizations, whose natures are so well known, and the last-named
societies who are so little known, we have, in this case a great number of organi
zations. The Victory Beneficial and Social Association, the Workingmen’s
Benefit Association, The Yale Loop Association, The Reliable Life and Acci
dent Company, The Independent Circle of United States and Cuba, Progres
sive Cis-Oceanics and numerous other orders, concerning which the evidence
reveals nothing. It seems to have been fairly well disclosed that plaintiff ac
cepted business from organizations who chose to adopt its plan without any
particular inquiry into the nature of the organization or the manner in which
they carried on their business. It is contended that the policyholders of plain
tiff who are not members of duly constituted lodges are so insignificant that
that fact ought not to affect the situation in view of the general nature of plain
tiff’s business. This probably is true, but the plaintiff is claiming an exemp
tion from taxation and in doing so asserts that it comes within the exemption
clause of a certain statute. It does not seem to be asking too much of it that
it fairly, if not strictly, bring itself within the terms of the statute. The rule by
which we are to be governed as above stated, required of the plaintiff a strict
degree of proof in order to establish its exemption. It seems that it has not
brought itself within the statute even if we only require a reasonably and fairly
exact degree of proof.
It follows, therefore, that the judgment must be for the defendant on both
counts of the petition.
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AMERICAN INSTITUTE OF ACCOUNTANTS
Examination in Accounting Theory and Practice.

Part I

NOVEMBER 13, 1924, 1 P. M. to 6 P. M.

The candidate must answer the first three questions and one other question
No. 1 (25 points):

La Belle Manufacturing Company makes a product which retails during
the summer and fall, the sales being particularly heavy the first half of the
calendar year. For certain reasons, the company stores its finished product
in a licensed public warehouse from which all shipments are made.
The general manager, who is also the treasurer, has a contract whereby he
receives an annual salary of $12,000 plus a bonus of 10% of the net profits of
the company, both charged to administrative expense. The bonus is com
puted semi-annually but payment withheld until after the audit report is
received.
Your audits of the books of this company have been made without restriction
for several years. In your report for the six months ended December 31, 1923,
you make the following two statements:
Exhibit C
Profit-and-Loss Statement
FOR THE SIX MONTHS ENDED DECEMBER 31, 1923

Sales, less returns and allowances....................................
Deduct—
Cost of goods sold, per exhibit D................................

$213,900

100.00%

89,800

41.98%

Gross profit on sales..........................................................
Deduct—
Selling expense.............................................. $26,075
Administrative expense, including bonus..
35,525
----------

$124,100

58.02%

61,600

28.80%

Net profit on operations...................................................
Deduct—
Financial expense...........................................................

$ 62,500

29.22%

27,800

13.00%

Net profit, to surplus........................................................

$ 34,700

16.22%
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Exhibit D
Statement Showing Cost of Manufacture and Cost of Sales
FOR THE SIX MONTHS ENDED DECEMBER 31, 1923

Goods in process, beginning of period..............................................
Raw materials used.............................................................................
Direct labor..........................................................................................
Factory overhead................................................................................

Goods in process, end of period.........................................................
Cost of manufacture...........................................................................
AddFinished stock, beginning inventory.............................................

$

33,680
769,360
433,632
202,713

$1,439,385
110,556

$1,328,829
167,291
$1,496,120

Deduct—
Finished stock, ending inventory..................................................

Cost of goods sold...............................................................................

1,406,320

$

89,800

The amount of net profit carried to surplus does not seem unusual but in
making up your percentage analysis you are forcibly impressed with the rate
per cent of gross profit. An examination of your previous reports shows rates
averaging 20%, which leads you to believe that something must be wrong.
A review of your audit procedure assures you that your work is correct and
you conclude that if error exists it must be in the inventory of finished goods,
December 31, 1923. The cost of these goods has been obtained by frequent
periodic tests throughout the year wherein all costs entering into the product
are carefully noted. You check the computations of the value of goods in
process, December 31, 1923, and find them correct, but a further investigation
regarding the finished stock furnishes you with the following trustworthy data:
Balance in warehouse, June 30, 1923.......................................... 90,700 gross
Additions to storage, per deposit receipts, July 1 to December
31, 1923..................................................................................... 674,100 "

764,800 gross
Deductions from storage, per orders on file, July 1
to December 31, 1923:
Out of receipts prior to July I, 1923.................
23,810 gross
Out of receipts subsequent to June 30, 1923.. .
64,790 “
--------------- 88,600 gross
Balance in warehouse, December 31, 1923..................................

676,200 gross

Make whatever changes in the above operating statements you deem neces
sary, but, as these statements are in agreement with the books, it is essential
that you explain any changes you make, redrafting the statements. If no
changes are made, what comments would you make in your audit report?

Solution:

The cost of goods sold appears to be incorrect because of a failure to de
termine the cost of goods taken from storage and sold, properly divided be
tween the cost of goods placed in storage prior to July 1, 1923, and the cost of
goods placed in storage subsequent to June 30, 1923. The cost of sales, on
the basis of such a division, is computed as follows:
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Exhibit D
Statement Showing Cost of Manufacture and Cost of Sales
FOR THE SIX MONTHS ENDED DECEMBER

31, 1923

Goods in process, beginning of period..............................................
Raw materials used.............................................................................
Direct labor..........................................................................................
Factory overhead................................................................................

$

Total.............................................................................................
Less goods in process, end of period.................................................

$1,439,385
110,556

Cost of manufacture........ ...................................................................
Add finished stock, beginning inventory..........................................

$1,328,829
167,291

Total.............................................................................................
Less finished stock, ending inventory (exhibit E)..........................

$1,496,120
1,324,486

Cost of goods sold...............................................................................

$ 171,634

33,680
769,360
433,632
202,713

Exhibit E
Statement of Valuation of Inventory—December 31, 1923
Balance in warehouse, June 30, 1923..............................
Additions to storage, July 1 to December 31, 1923. . . .

Gross
Cost
90,700 $ 167,291
674,100
1,328,829

Total........................................................................

764,800 $1,496,120

Deductions from storage:
Out of receipts prior to July I, 1923:
Quantity.................................................................
23,810
Cost—23,810/90,700 of $167,291.............................
Out of receipts subsequent to June 30, 1923:
Quantity..................................................................
64,790
Cost—64,790/674,100 of $1,328,829........................

Total........................................................................
Balance in warehouse, December 31, 1923......................

88,600

$

43,916
127,718

$ 171,634

676,200 $1,324,486

Before the profit-and-loss statement can be re-cast, it is necessary to reach a
conclusion as to the amount of the bonus allowed to the general manager during
the last six months of the year and included in the item of $35,525. As always,
in such cases, the question arises as to whether, in computing the bonus, the
bonus itself is to be regarded as an expense in determining the amount of the
net profit subject to the bonus. Since the problem states that the general
manager was to receive 10% of the net profit, without qualification as to the
meaning of net profit, it must be assumed that the bonus is to be 10% of the
profits remaining after charging all expenses, including the bonus itself. On
this assumption, the bonus charged to administrative expense and included in
the item of $35,525, was 10% of $34,700 or $3,470; and the administrative
expense exclusive of the bonus was $35,525—$3,470, or $32,055.
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Exhibit C
Profit-and-Loss Statement
FOR THE SIX MONTHS ENDED DECEMBER 31, 1923

Sales, less returns and allowances....................................
Deduct cost of goods sold, per exhibit D.......................

$213,900
171,634

100.00%
80.24

Gross profit on sales..........................................................
Deduct:
Selling expense............................................... $26,075
Administrative expense.................................
32,055

$42,266

19.76

58,13o

27.18

Loss on operations.............................................................

$ 15,864

Add financial expense........................................................

27 ,800

Net loss...............................................................................

$ 43,664

7.42%

The bonus for the first six months has been credited to the general manager.
But presumably the bonus is to be based on the profits of the year, and since a
loss has been incurred during the second six months of the year the credit
given to the general manager at the end of the first six months will have
to be reduced.
On the assumption, previously stated, that the bonus is to be treated as an
expense in determining the amount of the profit subject to the bonus, the
amount of the bonus is determined by taking one-eleventh of the profit before
deduction of the bonus. Since the operations of the second six months re
sulted in a loss of $43,664, the net profit for the year (before bonus) is reduced
a like amount, and the bonus is reduced one-eleventh of $43,664, or $3,969.
An adjustment of $3,969. should therefore be made in the bonus and net
profit of the first six months statement, or in the statement for the year as a
whole.

No. 2 (32 points):
The I. Roussim Manufacturing Corporation is requested by its bankers to
file with them a balance-sheet, duly certified, showing its condition as of
December 31, 1923.
The corporation asks you to examine its books of account and certify to the
following balance-sheet which is in accord with the general ledger.
Balance-Sheet—December 31, 1923

Assets
Land......................................................................
Building.................................................................
Machinery.............................................................
Furniture...............................................................
Goodwill................................................................
Cash.......................................................................
Receivables...........................................................
Investments..........................................................
Inventory..............................................................
Prepaid expense...................................................

Total..............................................................
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$ 80,000
127,500
224,000
5,000
100,000
33,8oo
120,000
50,000
155,000
2,575
$897,875
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Liabilities
Notes payable......................................................
Creditors...............................................................
Bonds....................................................................

$120,000
62,000
100,000

Total..............................................................
Net worth:
Capital stock....................................................
Undivided profits.............................................

$282,000

$500,000
115,875
----------- $615,875

Your examination discloses the following:
A. The land was valued by an appraisal company as at July 10, 1923, and
the appraisal increase of $39,500 credited to undivided profits.
B. The building, machinery and furniture were recorded at cost. De
preciation had been written off regularly and at an adequate rate, viz.:—
buildings, $22,500; machinery, $96,000; furniture, $3,000.
C. The goodwill has been estimated by the officers of the corporation and
the amount credited to undivided profits, July 1, 1923.
D. The cash balance is composed as follows:
On hand..............................................................
$2,000
Defunct state bank................................................
1,800
X national bank.....................................................
33,000
Y state bank (overdraft)......................................
(12,000)
Sinking-fund trustees............................................
9,000

$33,8oo
The cash on hand includes I. O. U.’s of a former salesman, $575; the
defunct state bank has been closed for some time; the receiver expects,
eventually, to pay 50 cents on the dollar; the overdraft in Y state bank
is caused, partly, by holding open the cash-book and entering, as of
December 31, 1923, cheques issued to creditors in January, 1924, amount
ing to $9,000.
E. The receivables include:—$15,000 initial payment for new machinery
ordered under contract, in amount, $45,000; $20,000 consignment sales on
which a profit of $6,000 is expected; claim $16,000 for refund, treasury depart
ment. This claim, with an amended return for 1921, was filed with the local
collector December 27, 1923.
F. Investments consist of U. S. Liberty bonds at par which are pledged on
notes payable.
G. The inventories, priced at cost, are as follows:
Raw materials........................................................ $ 52,000
Goods in process....................................................
16,000
Finished goods........................................................
87,000

$155,000

H. Prepaid expense consists of prepaid insurance, $1,650, and office supplies,
$925.
J. Notes payable include a demand note due the president in amount
$30,000 and $50,000 due X National bank secured by the U. S. Liberty bonds:
the balance to other banks.
K. Creditors’ account includes payroll, $18,000, and accrued interest, $320.
L. Bonds, issued January 1, 1921, 30 years, 6%; sinking-fund payment
required, $3,000 yearly.
M. Capital stock:
6% preferred, authorized and issued................... $300,000
Common, authorized and issued..........................
200,000
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Dividends were declared and paid in July, 1923, 3% on preferred and
2% on common. On January 15, 1924, 3% was declared on preferred and
4% on common, payable February 15, 1924.

N. The undivided-profits account showed a
Debit balance, January 1, 1923, of.....................
Credits for the year 1923......................................

$ 27,825
156,700

Dividends, July, 1923...........................................

$128,875
13,000

Credit balance, December 31, 1923.....................

$115,875

Prepare your own balance-sheet from the foregoing and attach certificate.
State briefly your reason for each change made.

Solution:
The I. Roussim Manufacturing Corporation
BALANCE SHEET ADJUSTMENT WORKING PAPERS, DECEMBER 31, I923

Assets
Before
adjust
ment
Land............................... $80,000
Building......................... 127,500
Machinery..................... 224,000
Advances on contract
for purchase of $45,000 of machinery. .
5,000
Furniture.......................
Goodwill........................ 100,000
33,8oo
Cash...............................
Receivables (customers)

Adjustments
Credit
Debit

$897,875

15,000
8,000
100,000

15,000 E1
3,000 B3

120,000

Advances to former
salesmen.............
Deposit in defunct
state bank..........
Claim for refund—fed
eral taxes...........
Investments (pledged—
notes payable). 50,000
Sinking fund..........
Inventory...................... 155,000
Finished goods on con
signment .............
Raw material............
Goods in process........
Finished goods..........
Prepaid expense............
2,575
Prepaid insurance....
Office supplies............

$80,000
150,000
320,000

$22,500 B1
96,000 B2

12,000 D2

After
adjustment

$1,800 D1
9,000 D3
575 D4
15,000 E1
20,000 E2
16,000 E3

34,425

69,000

575 D4

575

1,800 D1

1,800

16,000 E3

16,000

9,000 D3

50,000
9,000

155,000 G

14,000
52,000
16,000
87,000

1,650 H
925 H

$347,450
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14,090
52,000
16,000
87,000

E2
G
G
G

2,575 H

$219,950

1,650
925

$1,025,375
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Before
adjust
ment

Liabilities
Adjustments
Debit
Credit

Adjustment totals
forward...............
Notes payable................. $120,000
President—demand. .
X national bank—
secured....................
Other banks...............
Creditors........................
62,000
Y state bank—over
draft....................

$219,950

$347450
120,000 J

30,000 J

18,320 K
9,000 D6

Payroll...................

Accrued interest........

Bonds (6% due Jan. 1.
1951)....................... 100,000
Capital stock................. 500,000
Preferred, 6%............
Common.....................
Undivided profits.......... 115,875

After
adjustment

$30,000

50,000 J
40,000 J
9,000 D6

50,000
40,000
52,680

12,000
18,000
320
3,000

3,ooo
18,000

D2
K
K
L

3,320

100,000
500,000 M

39,500
100,000
900
6,000
3,000

300,000 M
200,000 M

A
C
D5
E2
L

33,525*

Reserve for appraisal
increase in land
value.......................
Reserve for deprecia
tion of buildings.. .
Reserve for deprecia
tion of machinery..
Reserve for deprecia
tion of furniture. ..
Reserve for estimated
value of goodwill. .
Reserve for loss on
deposit in defunct
State bank.............

39,500 A

39,5oo

22,500 B1

22,500

96,000 B2

96,000

3,000 B3

3,000

100,000 C

900 D5

$897,875 $1,144,170

300,000
200,000

$1,144,170

100,000

900

$1,025,375

Explanation of Adjustments
A. The appraisal increase in the land value is transferred from undivided
profits to an unrealized profit account in order to distinguish between realized
operating profits and unrealized extraneous profits.
B. 1, 2, 3. The depreciation provisions, which have apparently been
credited directly to the property accounts, are added back to these accounts
and set up in reserves so as to permit showing in the balance-sheet the cost
and depreciation to date instead of merely the net carrying value of each
group of assets.
C. The credit for goodwill, placed on the books by an arbitrary charge to
goodwill and credit to undivided profits, is taken out of the latter account and
set up in an unrealized profit or reserve account. It might be better to elimi-

* Red.
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nate the goodwill account entirely, but no serious harm can be done by leaving
the account on the books if the balance-sheet clearly shows that it was placed
there by a book entry creating an unearned profit account.
D1. The deposit in the defunct bank is taken out of the cash and set up in a
separate account, so that its nature can be clearly shown in the balance-sheet
as a doubtful receivable instead of as cash subject to immediate withdrawal.

D2. Instead of deducting the over draft on the X national bank from the
cash, as was done in the company’s statement, it seems preferable to set up
the over-draft as a liability.

D3. The cash in hands of sinking-fund trustees is not cash in the current
sense, and hence should be set up separately.
D4. The I. O. U.’s of former salesmen are not cash, but are more properly
classed as receivables. It is not unlikely that their value is doubtful, but in
the absence of specific information in the problem no reserve is set up against
them.

D5. Since the receiver for the defunct bank expects to pay 50 cents on the
dollar, a reserve of one half of $1,800 appears to be adequate to provide for
the loss to be sustained on the realization of the deposit.
D6. Holding the cashbook open after December 31, 1923, was wrong.
Hence the amount of the cheques drawn after that date, but entered as of the
end of the year, is added back to the bank account (as a deduction from the
overdraft) and to the liability to creditors.
E1. The advances on contracts for purchases of machinery are set up as a
fixed asset. Although the machinery has presumably not been received, the
contracts are probably irrevocable, and the $15,000 payment therefore repre
sents an additional investment of capital in fixed property.
E2. The goods sent on consignment should be included in the inventory at
cost; the billed price should be taken out of the receivables, and the estimated
profits should be taken out of the undivided-profits account.

E3. The claim for refund of federal income taxes should be shown as a
separate item and not merged with the accounts receivable from customers.

F. No adjustment in the accounts is required to give expression to the fact
that the Liberty bonds are pledged, but the balance-sheet should call attention
to the fact.

G. The inventories are set out separately, so that the detail can be shown in
the balance-sheet.
H. The items of prepaid expense are set out separately.

J. The three classes of notes payable are different in nature and hence should
be shown separately.

K. The amounts owed on trade creditors’ accounts should be shown sepa
rately from accrued payroll and accrued interest.

L. The sinking-fund payments appear to have been kept up to date, but if
the interest on the bonds is payable on January 1st, and not December 31st,
there is presumably a half-year’s interest accrued and unpaid.
M. The two classes of stock should be separated on the balance-sheet. The
balance-sheet can not give expression to the declaration of dividends on
January 15, 1924, but attention should be directed to the fact that there are
so-called accrued dividends on preferred stock. The analysis of the deficit
in the balance-sheet, which shows a payment of dividends in July, seems to
give adequate information on this point.
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The I. Roussim Manufacturing Corporation
BALANCE-SHEET DECEMBER

31, 1923

Assets
Fixed assets:
Land (cost $40,500.00)—appraised value....................... $ 80,000
Building........................................................... $150,000
Less reserve for depreciation...................
22,500
----------127,500
Machinery....................................................... $320,000
Less reserve for depreciation...................
96,000
----------- 224,000
Furniture......................................................... $ 8,000
Less reserve for depreciation....................
3,000
----------5,ooo

Total............................................................................ $436,500
Advances on contract for purchase of $45,000 of
machinery.......................................................
15,000
—-------- $451,500
Goodwill—placed on the books at estimated value as determined by
the officers of the corporation, and offset herein by a reserve for
unrealized profits—see contra........................................................
100,000
Investments:—U. S. Liberty bonds, pledged as collateral to notes
payable to X national bank—par value.......................................
50,000
Sinking fund for bonds...........................................................................
9,000

Current assets:

Inventories:
Raw materials............................................
Goods in process........................................
Finished goods on hand............................
Finished goods on consignment...............

$ 52,000
16,000
87,000
14,000
----------- $169,000

Receivables:
Customers...................................................
Claim for rebate of federal income taxes.
Deposit in defunct state bank... $1,800
Less reserve for estimated loss.
900
-------Advances to former salesmen....................

$ 69,000
16,000

900
575
----------Cash....................................................................................
$

86,475
34,425
-----------

Deferred charges:
Prepaid insurance.............................................................. $
Office supplies.....................................................................

289,900

1,650
925

2,575
$902,975
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Liabilities

Fixed liabilities—Bonds, 6%, due January I, 1951............................ $100,000
Current liabilities:
Notes payable:
President—payable on demand...........
$ 30,000
X national bank, secured by U. S. Liberty
bonds, par value $50,000......................
50,000
Other banks................................................
40,000
----------- $120,000
Accounts payable—trade creditors..................................
52,680
Overdraft—Y state bank..................................................
3>ooo
Accrued payroll..................................................................
18,000
Accrued interest on bonds, notes payable, etc...............
3,320
----------197,000
Reserves:
Unrealized profit on land appraisal................................. $ 39,500
Unrealized profit on goodwill written into accounts at
value estimated by officers...............................
100,000
----------139,500
Capital:
Capital stock:
Preferred, 6%, authorized and issued................. $300,000
Common, authorized and issued..............................
200,000

Total capital stock................................................. $500,000
Less deficit:
Deficit, January 1, 1923........................
$ 27,825
Add dividends paid, July, 1923............
13,000
Total.................................................... ................
Total....................................................
$ 40,825
Less profits for the year ended
December 31, 1923........................
7,300
----------- $ 33,525
466,475
$902,975
Certificate

We Have Examined the books and accounts of The I. Roussim Manufacturing
Corporation as of December 31, 1923, and
We Hereby Certify that, in our opinion, the foregoing balance-sheet is a
correct statement of the financial condition of the corporation as of that date.
(Signed) ........................................
Date, .....................................
No. 3. (18 points):
The treasurer of the Standard Company wishes to buy the interest in the
company owned by the retiring president. The price agreed upon is the
correct book value of the capital stock. Both officers wish to be fair but doubt
exists as to whether the book values of fixed assets are correctly stated.
During the first four years the depreciation taken depended upon the profits
made. At the end of the fourth year an internal-revenue officer examined the
returns of the company together with its records and, for taxing purposes,
established the following rates which were accepted:
Buildings.........................................................................
2%
Machinery.......................................................................
5%
Tools.................................................................................. 10%
Furniture and fixtures.....................................................
15%
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At the beginning of the 5th year, the company entered upon its books the
values as set forth in an appraisal recently completed. Thereafter, it de
preciated on the cost values at the rates prescribed by the government officer.
A detailed schedule of the fixed assets follows:

Land.....................
Buildings..............
Machinery...........
Tools.....................

Furniture..........

Jan. 1, '18 Depre
ciation
Cost
None
$ 7,500
None
45,000
$15,000
28,000
1,700
2,100
3,000
1,500

$85,600

$18,200

Dec. 31, '21
Carrying
value

Jan. 1, 1922
Appraisal value
Sound
New

$ 7,500
45,ooo
13,000
400
1,500

$ 10,000
100,000
60,000
4,000
5,ooo

$ 10,000
93,662
48,483
3,504
4,790

$67,400

$179,000

$160,439

The following is the balance-sheet, December 31, 1923, from which it will
be seen that the “sound” values were placed upon the books, January 1, 1922,
and depreciation taken on original costs at government rates:
Assets
Current..................................................................................
Fixed—less depreciation.....................................................
Deferred charges..................................................................
Liabilities
Current..................................................................................
Capital stock (par $100).................................
$300,000
Less, deficit...................................................
65,620
-----------

$161,318
154,519
1,553
----------- $317,390

$ 83,010

234,380
----------- $317,390

Give the correct book value per share and show how you arrive at your
figures.
Solution:
In addition to the determination of the book value of the stock, this problem
involves a number of interesting points in the treatment of appraisals, including
the differentiation of cost of property and increase in replacement cost new
according to appraisal, the separation of depreciation on cost and depreciation
on appraisal-disclosed appreciation, the segregation of capital surplus (or un
realized profit) from earned operating profits, and the depreciation or amorti
zation of the added value disclosed by the appraisal.
The following exhibit, which is supported by sundry schedules, indicates the
adjustments to be made to give consideration to all of these matters, as well as
to the correction of the depreciation entered in the accounts prior to the ap
praisal.
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Net increase......................................$93,039.00

361.00

increase
gross

Balances per books, December 31, 1923 (schedule 1,
schedule 2, and balance-sheet per problem .... $179,000.00 $24,481.00
Excess of cost new per appraisal over original cost.
This was charged to the property accounts, but
in order to maintain a distinction between cost
and write-up, it is now transferred to a separate
93,400.00*
$93,400.00
account (schedule 1 )
Excess of depreciation per appraisal over depre
ciation per books. This was credited to the
depreciation reserve, but in order to maintain a
distinction between depreciation on cost and
depreciation on appreciation it is now transferred
361.00*
$
to a separate account (schedule 2 )
Net excess of sound value per the appraisal over the
depreciated book value. This was credited to
deficit, but in order to maintain a distinction be
tween capital surplus from the appraisal and
deficit from operations it is charged back to
deficit and set up in a separate account.
Excess of cost new over original cost $93,400.00
Excess of depreciation per appraisal
over depreciation per books. . . .
361.00

reserve

Dep'n on
apprecia
tion

Appraisal

A ccounts

Deprecia
tion

A djustment

Property
accounts

S tatement

T he S tandard C ompany

$93,039.00

Capital
surplus

93,039. 00

$65,620.00

Deficit

E xhibit A
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Final adjusted balances ............................................

Excess depreciation provided for the four years
from January 1 , 1918 to December 31, 1921. The
depreciation reserve should be reduced, with a
corresponding reduction in the operating deficit.
(schedule 3 ) ........................................................
But if a correct amount of depreciation had
been taken during the first four years, the de
preciation reserve would have been smaller, and
the difference between the depreciation per books
and the depreciation per the appraisal would
have been larger. Instead of $361 it would have
been $6,721. Hence the $6,360 is added to the
depreciation-on-appreciation account..............
The decrease in the depreciation for the first
four years increases the book value of the prop
erty at the date of the appraisal, and correspond
ingly decreases the capital surplus resulting from
the appraisal. See schedule 4 ..........................
The capital surplus must be amortized over the
remaining life of the assets. The amounts to be
written off over the two years which have elapsed
since the appraisal are computed as explained in
Schedule 5 ...........................................................
$85,600.00

$17,760.00

6,360.00*

8,973.12*

6,360.00*

$93,400.00 $15,694.12 $77,705.88

8,973.12

6,360.00

$152,299.00

6,360.00*
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The final adjusted balances shown in the foregoing statement are further
explained as follows:

Property accounts—cost, per problem..........................

$85,600.00

Depreciation reserve—depreciation on cost for 6 years,
as follows:
Buildings, 12% of $45,000.......................................
Machinery, 30% of 28,000.......................................
Tools,
60% of 2,100.......................................
Furniture, 90% of 3,000.......................................

$5,400.00
8,400.00
1,260.00
2,700.00

Total......................................................................

$17,760.00

Appraisal—gross increase:
Cost new, per appraisal..............................................
Cost...............................................................................

$179,000.00
85,600.00

Gross increase.......................................................

$93,400.00

Depreciation on appreciation:
Depreciation per appraisal (schedule 2, statement 1)
Less adjusted depreciation per books, January 1,
1922 (schedule 3).....................................................

$18,561.00

11,840.00

Excess............................................ ...............................
Depreciation on net appreciation for two years,
1922-1923.................................................................

$6,721.00

Total......................................................................

$15,694.12

8,973.12

Capital surplus:
Sound value per appraisal..........................................
$160,439.00
Less adjusted book value at date of appraisal:
Cost........................................................................... $85,600.00
Less depreciation as adjusted................................. 11,840.00 73,760.00

Unrealized appreciation at date of appraisal...........
Depreciation of appreciation—1922 and 1923...........

$86,679.00
8,973.12

Remainder................................................................

$77,705.88

Following are the schedules in support of exhibit A:

Analysis of Property Accounts Per

books

Schedule i
Increase per Cost new
appraisal
per
appraisal
$2,500
$7,5oo
$10,000
45,ooo
55,ooo
100,000
28,000
32,000
60,000
2,100
1,900
4,000
3,ooo
2,000
5,ooo

Cost
Jan. 1,
1918
Land................................................................
Buildings.........................................................
Machinery.......................................................
Tools................................................................
Furniture.........................................................

Total....................................................
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Depreciation Reserve Per books

Schedule 2
Depre Provision for two Total at
ciation
years since
Dec. 31,
Per ap
appraisal
1923
praisal Rate Amount
Jan. 1,
1922
$6,338 $6,338 2%
$1,800 $8,138
2,800 14,317
3,483* 11,517 5%
1,204*
420
916
496 10%
210 15%
1,290*
1,110
900

Provision Increase
1918 to decrease*
1921 per
appraisal

Buildings......................
Machinery................... . $15,000
Tools............................
1,700
Furniture.....................
1,500
Total.................... .. $18,200

$0,361 $18,561

Property accounts—schedule 1..........
Depreciation—schedule 2..

$5,920 $24,481

............ $179,000
24,481

Net book value, as in balance-sheet in problem. . $154,519

Statement of Depreciation per

appraisal

Land................................................................
Buildings.........................................................
Machinery......................................................
Tools...............................................................
Furniture........................................................

Cost
new
$10,000
100,000
60,000
4,ooo
5,000

Total........................................................

$179,000

Schedule 2
Statement 1
Sound
Deprecia
value
tion
$10,000
93,662
$6,338
48,483
11,517
3,504
496
4,790
210
$160,439

$18,561

Statement of Adjusted Depreciation Jan. 1, 1918 to Dec. 31, 1921
Schedule 3
Rate
Adjusted
Per
Increase
per annum
amount
books decrease*
Buildings.................... ................
$3,600
2%
$3,600
Machinery................. ................
5,6oo
$15,000
9,400*
5%
Tools.......................... ................
840
1,700
10%
860*
Furniture................... ................
1,800
1,500
300
15%

Total..................

$11,840

$18,200

$6,360*

Statement of Elements of Credit to Capital Surplus
Resulting from appraisal at January i, 1922
Schedule 4
Adjusted Adjusted
Sound
Increase,
Cost
dep'n to
carrying
value
or
Ian. 1, ’22
value
per
capital
per Sch. 3 Jan. 1, '22 appraisal
surplus
Land.....................
$7,5oo
$10,000
$7,500
$2,500
Buildings..............
45,ooo
$3,6oo
41,400
93,662
52,262
Machinery............
28,000
5,6oo
22,400
26,083
48,483
Tools....................
2,100
840
1,260
3,504
2,244
Furniture.............
3,000
1,800
1,200
4,790
3,590

Total............

$85,600

$11,840
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$73,760

$160,439

$86,679
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15%

10%

2%
5%

cost

6⅔ “

50 years
20
“
10
“

life

Original

2⅔

6

2.1739%

6.25

Annual
Two
dep’ n. of
years'
appreciation depreciation

SCHEDULE 5

$8,973.12

$52,262
$1,136.12
$2,272.24
26,083
1,630.19 3,260.38
“
16.6666
2,244
374 . 00
748.00
“ ........ 37.5 ..................... 3,590............... 1 ,346.2 5........ 2,692.50

46 years
16
“

Net
appreciation
appreciation (schedule 4)

Annual

rat on

Life
after
appraisal

31, 1923

A ppreciation

T otal .........................................................................................................................................................................................

Tools ....................................................
Furniture ............................................

Buildings.............................................
Machinery ..........................................

Depreciation
rate on

of

TO DECEMBER

D epreciation

I, 1922

of

JANUARY

Statement
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The Standard Company
BALANCE-SHEET (ADJUSTED) DECEMBER

Exhibit B

31, 1923

Assets
Current............................................................................................... $161,318.00

Fixed:
Cost.................................................
Less depreciation on cost...............

$85,600.00
17,760.00

Remainder.......................................................... $ 67,840.00
Gross appreciation—Jan. 1, 1922. $93,400.00
Less depreciation of appreciation.
15,694.12

Remainder..........................................................
77,705.88 $145,545.88
Deferred charges...........................................................................
1,553.00
$308,416.88

Liabilities
Current............................................................................................... $ 83,010.00
Capital:
Capital stock.......................................................... $300,000.00
Capital surplus from appraisal.............................
77,705.88

Total.................................................................... $377,705-88
Lessdeficit..............................................................
152,299.00

225,406.88
$308,416.88

Book value per share = $225,406.88÷3,ooo = $75.1356.
The foregoing solution is more extended than would appear to be necessary
to meet the requirements of the problem. The problem merely requires a
statement of the adjusted book value of the stock, with an explanation of the
method of obtaining the figures. It does not require the segregation of the
cost and appraisal write-up elements, nor the segregation of operating deficit
and capital surplus.
The following solution would appear to meet the limited requirements of
the problem. It accepts the appraisal and proceeds to depreciate the assets
on the basis of the appraised values and the remaining life after the appraisal:
Statement

of

Adjusted Depreciation

FOR PERIOD SUBSEQUENT TO APPRAISAL

Land.............................
Buildings......................
Machinery...................
Tools............................
Furniture.....................

Sound value
per
appraisal
Jan. 1, 1922
$10,000.00
93,662.00
48,483.00
3,504.00
4,790.00

Total depreciation......................

Life after
Jan. 1,
1922

Depreciation Depreciation
per
for
year on
two years
sound value

46 years$2,036.13 $ 4,072.26
16
“
3,030.19
6,060.38
6
“
584.00
1,168.00
2⅔ “
1,796.25
3,592.50

.........................................
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Standard Company Adjusted Balance Sheet December 31, 1923
Assets
Current.......................................................................

$161,318.00

Fixed:
Sound value per appraisal, Jan. 1, 1922............. $160,439.00
Less depreciation on sound value since appraisal
14,893.14
Deferred charges........................................................

145,545.86
1,553.00

Total...................................................................

$308,416.86

Liabilities
Current.......................................................................

$83,010.00

Capital:
Capital stock..........................................................
Less deficit:
Deficit before adjustment of depre
ciation .................................... $65,620.00
Less additional depreciation:
Depreciation on
sound values... $14,893.14
Depreciation taken
oncost..............
5,920.00

8,973.14

$300,000.00

74,593.14

225,406.86

$308,416.86

Book value per share=$225,406.86÷3,000=$75.1356
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COST ACCOUNTING—ITS ORGANIZATION AND CONTROL, by
Wilfred Ainsworth, Sir Isaac Pitman & Sons, Ltd., London and New
York. 96 pp.

The author’s objective in writing this book can perhaps be best expressed in
his own words:
“The book has been written with a specialist purpose and in apprecia
tion of the undoubted fact that successful adaptation is essential to suc
cessful cost accounting. The purpose has been therefore to explain not
merely the main systems of costing but the particular circumstances
under which they can successfully be adapted in relation both to final
system and to the routine leading up to it. . . . Detailed costing routine,
as indicated by forms and particular method, has therefore found no real
place in these chapters, as this is amply catered for in many admirable
and specialized costing works. The purpose has been rather to systema
tize adaptation, to show how, why and where a certain result may be
achieved under certain conditions; and it has been the author’s aim to lift
costing out of the realms of mechanical and stereotyped application and
show it as a living and active science, so that it may be of benefit not only
to the man whose duty it is to carry out and control c sting routine but
also to the man whose function it is to regard and act upon the lessons it
may furnish.”
In chapter I the growth of cost accounting is reviewed. In the opinion of
the author, the apparent rapid progress in the development of cost accounting
during recent years is due to an increasing appreciation by manufacturers of
the possibilities of the science and the consequent increased scope that has
been given to its practice, rather than to any outstanding advance in costing
theory. The growth of cost accounting is discussed from the standpoint of the
influence of economic principle and the limits of competition as affecting the
flow of capital to and from different lines of industry. The author describes
the function of costing to be (1) a means of ascertaining cost for determining
selling prices and compiling actual cost of production and (2) a means for
obtaining efficiency in production. He believes that the latter phase will
assume an increasing importance and that “much of the distaste and suspicion
attaching to costing is due to its inefficient adaptation or its elaboration under
unsuitable conditions.”
Chapter II is devoted to a description of the main costing systems. In
introducing this chapter, the author observes that “costing is a science in
which entire accuracy of result is impossible, and the fundamental aspect
underlying costing application is therefore so to confine, in any system adopted,
this factor of approximation in the final result that figures attain a certainty
equal for practical purposes to the complete truth.” Costing systems are
classified as “single costing,” “ process costing,” "contract costing” and “ mul
tiple costing,” and the limitations of the respective systems and the conditions
under which each may be successfully adapted are discussed. The author
points out that under some conditions a combination of methods may be used,
and to illustrate his point, appends three interesting forms used by the ministry
of munitions of Great Britain for compiling shell costs during the war.
The allocation and distribution of cost expenditure to the system is the
subject of chapter III. Nothing new to the experienced cost accountant
appears in this chapter, but the author shows in an interesting way the con-
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ditions under which the various methods of distribution are applicable to
certain operating conditions.
In chapter IV the author deals with the ascertainment and classification of
cost expenditure and presents an elementary discussion of the basis of classifica
tion of cost expenditure, applicable to varied conditions. He touches upon the
subject of overhead chargeable to capital improvements carried out by the
company’s own force and the allocation of overhead to service departments and
its redistribution to production departments.
Chapter V is devoted to an interesting discussion of cost in relation to output
and capacity. The author reviews briefly the problem of segregating the cost
of idle capacity, the circumstances in which such segregation is advantageous
and where it may be unnecessary. In treating the various methods for dis
posing of differences between earned and actual overhead, the author advocates
the transfer to profit-and-loss of any balance of unearned or over-absorbed
burden, but does not refer to the rather important effect which over-absorption
or under-absorption of burden in costs may have upon inventories at the close
of the year. In developing the subject of cost in relation to output, the author
reviews the methods adopted to increase output by the introduction of piece
work, premium and bonus systems of pay.
Chapter VI embodies a discussion of the place of capital in cost and price.
By way of introduction cost expenditure is classified under three headings:
viz., (1) charges which are definite and measurable—wages, materials and
direct expenses; (2) charges capable of theoretical measurement only—
depreciation; (3) charges the inclusion of which is debatable—interest on
capital employed. Obviously the influence of capital is felt only in the last twoclassifications. The author states that depreciation is determined largely by
theoretical means and therefore its determination offers opportunity for
manipulation of costs and profits. He takes the view that “it may in special
circumstances be found advisable to base depreciation figures on replacement
values as against actual purchase values where these have moved considerably
and permanently,’’ but in the opinion of the reviewer, this statement is at
least open to debate. In reviewing some of the arguments which have been
advanced in favor of the inclusion in cost of interest on capital employed,
the author also shows the effect on profit-and-loss of such bookkeeping pro
cedure, and discusses the subject from both the theoretical and practical
viewpoints.
The closing chapter of the book (chapter VII) is devoted to the subject of
costs control which is dealt with as a function of managerial policy in relation
to production and finance. The author presents an outline of procedure for
maintaining control of costs and stores through usual private ledger accounts
leading up to the preparation of monthly statements of operations and financial
condition. He offers a word of caution against pitfalls due to clerical errors
or failure to report stores consumed, resulting in incorrect balances for stores
and work in progress, and advocates the introduction of standard costs as a
measure of actual performance.
The last three chapters form much more interesting reading than the earlier
chapters in the book. The volume will be found of interest to cost accountants,
especially the younger ones, who wish to approach the subject of cost accounting
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from the point of view of an author whose stated purpose is to show how the
main systems of cost accounting may be adapted to certain given conditions.
Stanley G. H. Fitch.
ESTATE ACCOUNTING, by Harold Dudley Greeley.
Press Co., New York. 110 pp.

The Ronald

This book, small in size, convenient to handle and easy to read, is packed full
of information. Its statements of fact and its explanations and instructions are
presented with refreshing terseness and clarity. The arrangement is logical.
It was a fortunate procedure to devote the very first chapter to the definitions
of words used throughout the book. Some of the words are highly technical
as, for instance, “quarantine” as used in estate accounting. In the case of
other words more generally used, it will be found that it is helpful to read the
carefully prepared and concise definitions.
The definitions are followed by a short chapter in which is presented an out
line of the administration in the usual course from the decedent’s death through
the final accounting to the distribution of the assets. This summary is illus
trated by a chart, a very satisfactory method of presenting the descriptive
matter in graphic form.
The foundation having been laid in the short chapters on definitions and
outline of administration, the author proceeds to treat in logical sequence the
various features of the work of an executor, administrator or trustee, such as
the issue of letters, the inventorying and care of assets, the payment of debts
and expenses, the distribution of legacies and the intermediate and final
accounting.
In each chapter the subject matter under consideration is dealt with in three
parts—“law and practice,” "current bookkeeping” and “accounting.” This
plan of following the exposition of a subject with clear-cut directions as to the
procedure for recording the transactions and accounting for them finally is,
in the opinion of the reviewer, to be commended. It enables the reader, as he
proceeds, to follow each section through to a conclusion much more easily than
if the bookkeeping and accounting had been reserved for consideration as a
whole in later chapters.
The chapter on testamentary trusts deals with estate transactions often
involved and frequently calling for careful consideration before a final deter
mination as to their disposition is made. Most of these problems arise from the
necessity of differentiating between principal and income.
Inheritance taxation is reviewed in the final chapter of the book. The
writer points out that the federal government and forty-six states impose
inheritance taxes of one form or another, with considerable overlapping and
double taxation. Obviously only a brief summary can be given in a book
of this character, but it is sufficient to warn the estate representative and also
to indicate that a general reform or simplification of the laws, federal and state,
is needed in order to standardize procedure and avoid injustices.
This volume should be read by accountants, lawyers and estate representa
tives, all of whom will find it useful, not only for its exposition of the law
and procedure, but as a book of reference in their day-by-day work.
William
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PRINCIPLES OF AUDITING, by Eric L. Kohler and Paul W. Petten
gill, A. W. Shaw Co., Chicago.
Messrs. Kohler and Pettengill in their new book, Principles of Auditing, deal
with a phase of accounting on which many books have been published. They
have handled their subject, however, in a manner somewhat different from
previous books, in that, in addition to a short treatise on "standard” methods
of auditing, they have incorporated in the same volume a complete set of
working papers covering an actual engagement. The various steps in the
conduct of an audit of the books and accounts of a business are discussed and
the instructions on the correct methods of audit procedure are supplemented by
actual working papers.
The volume is a valuable contribution to accounting literature because of the
clearness and simplicity with which the subject is presented. It is written in
plain, understandable language. However, it lacks the completeness which
makes a work of its character useful to the accountant as a book of reference.
It touches only lightly on some of the most important subjects. For example,
inventories (on which subject alone complete books have been written) occupy
but a scant eleven pages. Also, expositions of principles involved are some
times rather meagre. Nevertheless, sufficient progress is made in the com
plexities of auditing to make the book of interest to all students of accounting.
One interesting and profitable portion of the book is that which contains
problems based for the most part on the subject matter preceding. These
are all practical problems, similar to those facing practising accountants daily,
and are most instructive. It would seem, however, that these could have been
made even more effective by having the answers available in another portion
of the book.
In brief, it is a short, concise volume with the working papers probably the
most interesting and instructive feature. There is great need for more uni
formity in accounting practice, and Principles of Auditing sets a good model for
such standards.
F. G. Colley.

BOOKKEEPING AND INTRODUCTORY ACCOUNTING, by Henry
W. Sweeney, McGraw-Hill Book Company, Inc., New York. 545 pp.
This is a correspondence course text-book for beginners in the study of
bookkeeping with some introduction to higher accounting. It differs from
most of its predecessors in that it starts with the profit-and-loss statement and
the balance-sheet, the ultimate goal of all bookkeeping, and then takes up the
accounts usually to be found in these vital business documents. The author
enlivens a rather dry subject with much discussion of the why and wherefore,
interspersed with bits of historical information not often found in such elemen
tary books. Undoubtedly the average extension-course and college student is
of an age to appreciate this; otherwise I should question the value of so much
space given to elementary bookkeeping. An old manual, now out of print,
in my library compresses within fifty pages all the rules and principles covered
in the five hundred pages of Mr. Sweeney’s book; the rest is drill, drill, and still
more drill. But Mr. Sweeney says his book has been used successfully for
three years in correspondence study and class instruction, which is after all
the real test.

72

Book Reviews
Each chapter closes with a series of review questions whose usefulness in
my opinion is negatived by stating the answers. It would be better to let the
student show his understanding and assimilation in his own language. Other
wise there is a strong incentive to skim the text and memorize the review
answers. But this is partly off-set by the problems also set at the end of each
chapter.
W. H. Lawton.
THE PRINCIPLES OF INVESTMENT, by John Emmett Kirshman,
A. W. Shaw Company. 902 pp.
On the jacket to this volume, it is stated that “the author presents a com
prehensive, authoritative, well organized analysis of the actual working princi
ples of investing both individual and institutional funds.” In the preface the
author describes his work as “an attempt to set forth in a clear and straight
forward manner the underlying principles governing the entire process of
investment.” The contents of the book justify each of these claims but it is
evident that no review can deal fully with so broad a subject, especially as the
author quotes freely from statistics, from history and from many authorities.
Part I deals with the evolution of investment, the motive for investment,
the methods of securing income from investments and the differences between
investment, speculation and gambling. The author gives three methods of
computing income from investments: first, by periodic interest payments,
second, through appreciation and, third, by accretion. Appreciation is said to
occur when the risk is decreased (or the credit improved) while accretion is due
to market fluctuations. This distinction suggests that these conditions are
regarded from the standpoint of an economist rather than from that of an
accountant.
The discussion on gambling is confined to “financial gambling” and while
various authorities are quoted, the conclusion is that the speculator is one who
invests with knowledge and intelligence while the gambler simply takes a
chance.
Two chapters are devoted to the supply of and the demand for investment
funds, dealing with national savings and accumulations on the one hand and,
on the other, the various existing needs for additional capital.
The author next deals with the return on invested capital. This matter
includes a discussion on the nature of interest, and is followed by a chapter on
the prices of investment securities, which involves some consideration of taxes.
Part II treats of the risk of investment, which is described as being composed
of three distinct parts—the credit risk, the market risk and the unpredictable
risk. The first of these has to do with the maker of the security; the second
with the condition of the investment market; while the third is due to dis
turbances in natural or political conditions.
The credit risk is described as containing four elements, those relating
respectively to the contract, the asset, the income and the good faith of the
maker.
The evolution of the contract, the mortgage, the bond and capital stock is
considered and the varieties of each are described. The asset element of risk
deals with the pledging of assets as securities for loans and discusses in detail
the variety of such assets. Under the head of the income element, is considered
the earning power of the borrower. This leads to a general discussion of the

73

The Journal of Accountancy
various ratios, factors and margins of safety usually considered in regard to the
different classes of enterprise. The element of good faith is largely a personal
element and affects all obligations from those of a nation to those of an in
dividual.
Part II closes with a detailed account of various methods of rating as adopted
by recognized authorities.
Part III is devoted to the field of investment and deals with United States
government bonds, bonds of the several states in the union, municipal securi
ties, railroad securities, public-utility securities, industrial securities, real
estate securities and foreign investments. Under each class the history and
present conditions are described and illustrated by numerous examples, thediscussion occupying over one third of the entire volume. There is included
a tabular statement of all the "regulatory bodies in the United States with a
partial analysis of their jurisdiction and powers.” This portion of the work
contains much interesting matter and such subjects as depreciation, valuation,
earnings, etc., are dealt with in quite full detail.
In part IV, price movements and their causes are considered. These move
ments are dealt with under three headings:
(i) The great bond cycle, namely from 1864 to 1873; from 1874 to 1902 and
from 1902 to 1921.
(2) Major cycles in stocks and bonds.
(3) Minor cycles and speculation.
Each of these is discussed historically and explained with many illuminating
examples.
Part V, on the elements of an investment policy, opens with a discussion of
the ideal investment and the contributing factors of safety, of yield and of
marketability, together with possible appreciation or accretion as described
above. Consideration of diversification of investment and of shifting of
securities naturally follows and leads to an account of the channels of exchange
or means of purchase and sale.
The section is closed by two chapters on the individual investor and institu
tional investments, respectively. The former contains much sound advice; it
quotes and enlarges on the eleven warnings given by the secretary of the
treasury; while the last chapter describes briefly the investments of savings
banks, commercial banks, insurance companies, trust funds and corporate
surplus.
The appendix consists of definitions of various technical expressions—it
might be described as a glossary of the Wall street dialect.
Taken as a whole, the work contains a large amount of information which
is well stated and clearly set forth, while it is entirely free from anything ap
proaching dogmatism. I doubt if any other one volume contains as much
information of interest and of value to a student of economics and to theinvestor, whether that investor be an individual, a corporation or a banker or
trustee. The aim of the author appears to have been to include all available
facts bearing upon his subject and to exclude all debatable theories. He has
endeavoured to exalt his subject and suppresses his own opinions—in all this
he has succeeded apparently to the exclusion of a single capital “ I ” from cover
to cover.
Walter Mucklow.
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MANY important changes were made in

the income tax law during 1924.
These changes are of vital importance to
every business man, accountant, lawyer and
student of income tax. The use of March
1, 1913 values of assets has again been
changed. There is a new penalty for eva
sion of taxes by incorporation, as well as a
new rate of tax applicable to individuals.
The list of deductible contributions has been
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Principles Underlying Federal Income Tax
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cerns in which they actually appeared, these
problems show specifically the standard
practices of modern cost accounting meth
ods and technique. Moreover, they are
stated in sufficient detail to bring out
clearly the significant factors involved.
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in filing an appeal are carefully listed.
These are only a few of the many new points
of the income tax law covered in this new
edition.
With keen directness, the author goes
right to the very heart of income tax ac
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times the nominal price of this volume.
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an audit, explain in detail what proced
ure to use in auditing the accounts of a busi
ness, and give special attention both to
closing the audit and preparing the exhibits
and certificates as well as preparing the text
of the audit report. A complete set of 96
working papers, obtained in an actual situa
tion, with a related audit report, has been
fully reproduced.
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Flexible Leather........................................... 7.50
Get your copy now

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
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THE BALANCE SHEET
Its Preparation, Content and Interpretation
By CHARLES B. COUCHMAN
Intended for the every-day use of:
Accountants
Attorneys
Auditors
Bankers
Business Men
Credit Men
Investors
Tax Men
Students of Business
The subject matter in this book is so arranged that

In Preparing a Balance-sheet
One finds complete information regarding
—Headings, classifications and arrangements
—The proper accounts to portray each financial element
—Exactly what should, and what should not, be included in each
—How each should be measured
so that the result will properly display the true financial facts regarding the
organization for which it is prepared; and

In Analyzing a Balance-sheet
One may readily find an explanation of each item appearing therein and
the interpretation that should apply to each group in the statement and to
each account within a group.
CLOTH BOUND---- PRICE $3.00

The Journal of Accountancy, Incorporated

Ready for delivery

135 Cedar Street, New York

Please send prepaid........ copies The Balance
Couchman. Enclosed please
find $.................
in payment thereof.
Sheet, by Charles B.
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“A Washington Representative for
Two Dollars a Week”

WOULD YOU LIKE
TO HAVE daily contact with Washington?
TO RECEIVE EACH DAY a complete and
accurate report on what the Government
is doing?
TO BE ABLE TO ASK for specific informa
tion on any subject before the Government
and receive an unbiased report?
TO RECEIVE AUTOMATICALLY a re
port on the progress of legislation in which
you may be interested?
TO HAVE A MEDIUM for procuring
promptly copies of bills in Congress, re
ports, or any public document?
THEN

For Further Details Write

Federal Trade Information Service
1425 G Street, N. W.,

Washington, D. C.

Daily Reports Since 1913

BINDING
The Journal of Accountancy
Subscribers of The Journal of
Accountancy who have their mag
azines bound for permanent refer
ence may find it an economy or a
convenience to avail themselves of
the binding service conducted by the
Publisher.
The magazine is bound in tan
buckram with title,dates and volume
number stamped on red leather.
When the magazines constituting
the volume are supplied by the sub
scriber the binding charge is $2.
Missing numbers, with the excep
tion of a few rare issues, will be sup
plied, if obtainable, at 50 cents each.
Binding orders and the magazines
to be bound should be mailed or
delivered to
The Journal of Accountancy
INCORPORATED
135 Cedar Street
New York

For figuring interest
on bonds, for every
need of the accoun
tant, there is no
pencil so keen and
efficient as Dixon’s
“Eldorado.’’ Its
smooth, even lead
makes figuring
easier!

DIXON’S

ELdoradO
“The Master Accounting Pencil”
SEND FOR FREE SAMPLE

Write for full-length free samples
of DIXON’S “ELDORADO” and
Dixon’s “BEST” COLORED PEN
CILS. Both are supreme in their
field.

JOSEPH DIXON CRUCIBLE COMPANY
Pencil Dept. 117-J, Jersey City, N. J.

Canadian Distributors
A. R. MacDougall & Co., Limited, Toronto
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THE 1924 YEAR
BOOK
of the

American Institute
of Accountants
Contains

BULLETIN of the
AMERICAN INSTITUTE
OF ACCOUNTANTS
The Bulletin is supplemental to
The Journal of Accountancy, and
appears on the 15th of the month.
Readers of The Journal of Account
ancy should avail themselves of the
opportunity to obtain the more infor
mal record of accounting news which
The Bulletin presents.
$1.00. per annum

15 cents a copy

Subscriptions should be addressed to

Report of Proceedings at Annual

Meeting, September, 1924.

List of

Members and Associates.

Reports

of Officers and Committees.

Consti

The Journal of Accountancy
(Incorporated)

135 Cedar Street, New York

tution and By-Laws and Rules of

Professional Conduct.

Personnel of

all State Boards of Accountancy.

This volume, substantially bound,
will be on sale about January 1st,
at $1.65, delivered in the United
States and Canada.

Back Numbers Wanted
Jan. 1907
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Nov. 1911
Dec. 1911
Aug. 1918
Jan. 1919
Feb. 1919
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Dec.
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Apr.
June

1920
1920
1920
1921
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1921
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135 Cedar Street
New York City

TO ACCOUNTANTS
American Institute
of Accountants
135 Cedar Street
New York

We desire an Accountant-Correspondent in
every business community, whose field of practice
embraces the bookkeeping-income tax problem
of the average retail business.

We can assist you in serving, and substantially
increasing this class of clientele.
THE BUSINESS METHODS CORPORATION
800 Security Bldg., Springfield, Mass.
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Ward Quality

COLUMNAR PADS
of Superior White Bond

Rulings, 4 to 28 columns
with or without name space

Sizes, 8½ x 14 to 34 x 14
Accountants, Bookkeepers and
Cashiers will find these pads
especially suitable for cost
analyses, inventories and a score
of useful purposes.

PORTFOLIOS OF DISTINCTION
CENTURY Portfolios are equipment of distinction —
known and appreciated for their excellence of material,
superb workmanship and efficient design. In the CEN
TURY “DELUXE” PORTFOLIO (Illustrated) you
will find embodied all the essentials of a practical Portfolio.
Made of heavy English bridle leather, Black, Russet or
Cordovan. Solid shawl straps and adjustable handle.
Three or four wide pockets, and small pockets 5" x 9", with
flap closed by snap buttons, for memo books, pencils, etc.
Handmade gold finished staple and hooks for padlock.
Strong suspending lock with key.
Style and Size
3 Pkts.
4 Pkts.
507—17” x 11½" ...........$18.00
$19.00
508—18" x 12”.............. 19.00
$20.00
Sent prepaid anywhere in the U. S. upon receipt of price.
Money immediately refunded if not satisfactory in every
respect. Send for Catalog “SS.”

A complete Line of Commercial
Stationery and Printing Equipment

JOHN WARD & SON
Printers and Stationers

115 Cedar Street 112 Liberty Street
New York

Century Leather Crafts Company
366 Broadway

New York City

BOUND VOLUMES

of
The Journal of Accountancy
Volume XXXVII

July, 1924—December, 1924
Orders should be placed at once

Price $4.00
THE JOURNAL OF ACCOUNTANCY,

Incorporated

135 Cedar Street, New York
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Classified Advertisements

Copy for classified advertising must be in band at the office of The Journal of Accountancy previous to the twentieth day of the month
preceding month of publication. Rates for “Help Wanted” and "Miscellaneous” are $9 per inch or fraction for one insertion; $7 per inch
or fraction each additional Insertion. "Situations Wanted," $5 up to 65 words each Insertion.

HELP WANTED

SITUATIONS WANTED

Help Wanted

Senior Accountant

Salaried positions $2,500 to $25,000 upward; executive, tech
nical, administrative, engineering, manufacturing, professional,
managing, financial, etc., all lines. If qualified, and receptive
to tentative offers, you are invited to communicate in strict
confidence with the undersigned, who will conduct preliminary
negotiations. A method is provided through which you may
receive overtures in confidence, without jeopardizing present
connections, and in a manner conforming strictly to profes
sional ethics. Established 1910. Send name and address only
for preliminary particulars. No obligation. R. W. Bixby, Inc.,
513 Lockwood Building, Buffalo, N. Y.

sixteen years' high grade experience. Passed Certified Public
Accountant and American Institute of Accountants examina
tions. Age 38, competent to take charge of important work as
well as entire staff, write reports, get and hold clients. One
year government experience, thoroughly versed in tax matters,
preparation of protests and appeals, enrolled to practice before
Treasury Department. Desires position of responsibility in
Chicago. Address H. Benedict, General Delivery, Chicago,
Illinois.

MISCELLANEOUS

Salesmen Wanted

Office Space

A well-known correspondence school in accounting wishes highclass representation in the principal cities of the United States.
Best of references required. Full time or part time proposition.
Very liberal commission. Application, stating age, experience,
education, business connections, etc., by letter only, to be held
in strict confidence. Box 621, care of The Journal of Account
ancy.

Certified Public Accountants’ firm, Wall Street section, has
office accommodations and stenographic service available
especially suited to the needs of a local public accountant or
representative of out-of-town firm. Box 619, care of The
Journal of Accountancy.

SITUATIONS WANTED

desires to purchase accounting practice—within fifty miles of
New York City preferred, but invites correspondence from other
localities. Interviews may be arranged at any time but are
preferred, if possible, before February 1, 1925. Firms outside
metropolitan district desiring New York City representation
are also invited to correspond. Box 620, care of The Journal
of. Accountancy.

Accountant- Treasurer
High class man seeks position with reliable corporation. Twelve
years’ practical experience in executive positions of trust and
responsibility. Pleasing personality; tactful; ambitious and
energetic. American, age 35; married. Immediate salary
secondary to opportunity for advancement. References of the
highest type. Box 625, care of The Journal of Accountancy.

Certified Public Accountant

We have for sale
Traveling Auditor
desires to establish permanent connection with responsible
concern. Thoroughly experienced; possesses a full knowledge
of accounting in general; clean self-respecting personality;
capable of dealing with other employees firmly but diplo
matically. American, age 35. Excellent references. Available
immediately. Prefer South-East. Box 623, care of The Journal
of Accountancy.

A Full Set of

The Journal of Accountancy
from

Certified Public Accountant
desires to make connection with corporation or with responsible
firm of certified public accountants as accountant, auditor or
tax advisor. Over four years’ experience in Federal Tax
Bureau. Thoroughly familiar with all phases of tax work
including preparing and presenting cases before the Depart
ment. Specializing in Natural Resources Tax matters. Mar
ried, age 30. Location immaterial. Salary $5,000.00. Box
622, care of The Journal of Accountancy.

Certified Public Accountant
(Recognized State) desires connection with accountants in
Washington particularly as manager of branch office. Capable
accountant, exceptional tax and executive experience, excel
lently equipped to prepare and present cases before the Treas
ury and other departments. A connection with possibilities
sought with firm desiring able tax representation and to increase
their accounting practice in Washington. Christian, thirty-two.
Box 624, care of The Journal of Accountancy.
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inclusive
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DUTIES OF THE JUNIOR
ACCOUNTANT

INTRODUCTION TO
ACTUARIAL SCIENCE

By W. B. REYNOLDS and F. W. THORNTON

By H. A. FINNEY

7 x 5 inches; 107 pages

PUBLISHED UNDER THE ENDOWMENT FUND OF
THE AMERICAN INSTITUTE OF ACCOUNTANTS

This work tells what is expected of the
beginner and of the more experienced
junior accountant. It is an aid to learn
ing what to do and how to do it.
A fund of advice and suggestion is
afforded the reader on:

Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances, cash on
hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign
currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and additions
thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
Care of papers.
Care of clients’ books and records.
Matter to be included in reports.
First published in book form in Feb
ruary, 1918, this book’s popularity has
been consistently maintained. It is now
in the fourth printing.

Published under the Endowment Fund of
the American Institute of Accountants

A WORK that every accountant and
student of accountancy should possess
and study.

BECAUSE of the desire of many ac
countants and students for informa
tion on this subject, Mr. Finney, edi
tor of the Students’ Department of
The Journal of Accountancy, has
written this book consisting of 101
pages, 5x7 inches, printed in large
type and bound in cloth.
THE TEXT of “Introduction to
Actuarial Science ” consists of articles
which appeared in The Journal of
Accountancy and solutions of all
problems in actuarial science contained
in the examinations of the American
Institute of Accountants up to and
including May, 1920.
INTEREST, single investments, an
nuities, leasehold premiums, bonds and
depreciation are discussed in a clear
and concise manner.
THIS WORK should appeal not only
to the accountant but to many busi
ness men.

Price $1.50 delivered in the
United States of America

Price, in Cloth Board Binding, $1.00

AMERICAN INSTITUTE OF
ACCOUNTANTS

THE AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street

New York

135 Cedar Street

THE RUMFORD PRESS
CONCORD

New York

Pace Institute, by
means of distinctive in
struction in Accountancy
and Business Administra
tion, has laid the foundation for many
notable individual achievements in pro
fessional Accountancy and in organized
Business.
The Institute, in its Resident and Extension Divisions,
is ready to serve those forward-looking men and
women who plan to begin productive study now—is
ready to assist them, by proved and perfected courses
of study, to move forward to directive positions in
Accountancy and Business. Resident classes are
available at Pace Institute, in New York, Washington,
and Newark.
Extension Study—One Month’s Trial $7
For $7 you are given the privilege of trying the Extension
Course of Pace Institute for one month. In this way you can
test to your own satisfaction, without large financial outlay, the
Extension Method of instruction in Accountancy. Particulars
of the $7 trial offer and a copy of the helpful booklet, “Making
Ready,” will be supplied promptly upon request.

Pace Institute
30 Church Street, New York City
Transportation Building

Washington, D. C.

24 William St.

Newark, N. J.

